eo 6 
8 @ 
9000000 
90000 ee 


on 


hesceid 


CANADA LIFE FINANCIAL CORPORATION 


1999 Annual Report 


~ Power Strength. Growth, 


Diversity is the wellspring of all these. 


Diversity in people. In product. And in the places where we do business. 


From Birmingham, Alabama, to Birmingham, England, people need wealth 
management and financial protection. What makes them choose Canada Life 
is our profound understanding of local markets. In Canada, the United Kingdom, the 
United States and Ireland we're translating needs into products. We're developing 
the unique talents of our people. And we're acquiring and partnering with — 


complementary businesses. Allin the name of growth ... through diversity. . 
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As at and for the year ended December 31 1998” % Change 
$ 


Premiums 
General Fund 
Participating insurance and annuities 
Non-participating: 
Annuities 
Individual life and health insurance 
Group life and health insurance 
Reinsurance 
General insurance 


Segregated Funds 


Fee income 
Net income before goodwill expense 
Net income 
Net income: 
Net income prior to demutualization 
Net income subsequent to demutualization attributable to ®: 
Participating policyholders 
Shareholders 


Return on shareholders’ equity “ 

Earnings per share subsequent to demutualization 
excluding goodwill expense 

Earnings per share subsequent to demutualization 

Pro forma earnings per share excluding goodwill expense © 

Pro forma earnings per share © 

Book value per share 


Assets under administration 
General Fund 26,284 
Segregated Funds 18,672 
44,956 
Other assets under administration © 2,437 
47,393 
Equity 
Policyholders’ surplus 2,694 
Participating policyholders’ surplus 47 - 
Shareholders’ equity 2,830 


2,877 2,694 
MCCSR ratio 190% 212% 


Life insurance in force — sum assured 370,308 SOlaT27, 

Annuities in force — actuarial liabilities 
General Fund 14,496 NS Ava 
Segregated Funds 15,785 13,165 
30,281 26,636 


Note: 


(1) The 1998 comparative figures have been reclassified, where appropriate, to conform to the presentation adopted in 1999, 
(2) The Company demutualized on November 4, 1999, and consequently net income is reported as a mutual company for the period from January 1, 1999 
to November 4, 1999, and as a public stock company from November 5, 1999, to December 31. 1999. 
(3) Return on shareholders’ equity and pro forma earnings per share have been calculated assuminy the Com i 
during 1999 were outstanding, on January 1, 1999. : ee te Or stares teed 
(4) As a mutual company the return on policyholders’ equity in 1998 was 3.4%, which includes isi illi 
s’ 4%, provisions of $182 million after tax for two industry-wid 
issues in the United Kingdom. Before these provisions, net income would have been $270 million for the year ended December 31 1998 at ee 
fs policyholders’ equity would have been 10.0% for the year ended December 31, 1998. ) 
) The 1998 comparative figure includes 100% of the third party assets managed by IN i 
3 co y INDAGO Capital Management Inc., in which the Company owned a 
50% equity interest. In 1999, INDAGO Capital Management Inc. merged with Laketon Investment Management Ltd. under the Cee iestneht 


Management Ltd. name. The 1999 figure includes 35% of the third party assets managed by L T m i 
secs ; ~ ak 
thee Banks aclultpintoneet bite ts ' sige entity g y eton Investment Manage ent Ltd., which represents 


RATINGS:* 


Claims Paying: 
Financial Strength: 


** Negative outlook 
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before goodwill 
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Duff & Phelps AA+ 
Moody’s Investors Service Aa3 | 
Standard & Poor’s AA+** | 
A.M. Best Company A+ 


* All ratings apply to Canada Life Financial Corporation's wholly-owned subsidiary, The Canada Life Assurance Company. 
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Nineteen ninety-nine was an historic 
year that brought significant change and 
opportunity. It was a year marked by 
continued industry consolidation and the 
restructuring of major Canadian mutual 
life insurance companies. At Canada Life, 
we demutualized and are entering the 


new millennium as a public company. 


Nineteen ninety-nine was an exciting year. 
We began on a high note as we acquired 
and began integrating the Crown Life 
business, bringing to 11 the number of our 
acquisitions or joint ventures in seven 
years. We continued our momentum as we 
completed our Year 2000 information 
systems testing in excellent time. And we 
ended the year with a successful share 


offering following the support our policy- 


holders gave our proposal to demutualize. 
i I want to thank our policyholders for their 
ne overwhelming endorsement of that pro- 
posal, and their strong vote of confidence 


in our future as a public company. 


Nineteen ninety-nine was a strong year financially. Net 
income for the year was $320 million, an increase of 
$50 million — or 19 per cent — over last year’s results, 
after adjusting for specific U.K. provisions established 
in 1998. General and Segregated Fund premiums for 
the year increased by 24 per cent over 1998. Pro forma 
earnings per share, assuming the company was public 
for all of 1999, were $2.00. Using the same assump- 
tion, return on shareholders’ equity was 11.6 per cent. 


Over the past three years, total General and Segregated 
Fund premiums have increased at an annual 
compound growth rate of 19 per cent. Net income has 
increased almost as rapidly, to $320 million on a 
normalized basis, representing compound growth of 
13.5 per cent annually. Total assets under adminis- 
tration have grown to more than $55 billion in 1999, 
with a compound growth rate of more than 16 per cent 
annually over the past three years. 


Nineteen ninety-nine was a year in which our employ- 
ees demonstrated their determination and quality by 
successfully completing our demutualization, handling 
acquisition integration in the United Kingdom, the 
United States and Canada, launching an asset 
management company in Ireland, completing Year 
2000 preparations in all those jurisdictions and, at the 
same time, growing our business. 


In preparation for the opportunities and challenges that 
we believe the next century will bring us, we 
completed a review of our strategic plan that we began 
in the spring of 1999. Our strategy focuses on meeting 
the protection and wealth management needs of our 
customers, providing quality service through multiple 


distribution channels suitable for each market, 
developing new products and services, and continuing 
to invest in technology and our people. 


Customers in our multiple global markets have 
different needs. A key element in our strategy is diver- 
sification. Supported by Canada Life’s financial 
strength, experience in investment management and 
financial controls, we believe that our local market 
focus allows us to identify customer needs and 
market opportunities and implement plans that 
maximize profitable growth. 


Our diversification by geography means we are not 
dependent on the vagaries of any one market, regulatory 
or tax environment, and means that we can deploy our 
capital flexibly to obtain the highest return. 


Diversification by geography is evidenced by our 
Significant operations in Canada, the United Kingdom, 
the United States and Ireland. More than 50 per cent 
of our company’s net income comes from outside 
Canada. Beyond our established markets, Canada Life 
is committed to the Brazilian market through a joint 
venture initiated there in 1999, and plans to leverage 
its Irish strength and Ireland’s membership in the 
European Union to begin marketing products in 
Germany during the year 2000. We have business 
interests in Hong Kong, Macau, the Bahamas, 
Bermuda, Cuba, the Cayman Islands, and several U.S. 
territories, as a result of the recent Crown Life acquisi- 
tion. Our representative office in Beijing has been in 
place since 1998, and we are encouraged that new priva- 
tization legislation in India will allow our joint venture 
with Centurion Bank to come to fruition. 
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Acquisition and the establishment of joint ventures 
have been important elements of our strategy. 
Through these, we have welcomed new talent to the 
Canada Life team, expanded product lines and 
geographic markets, enhanced distribution systems 
and reduced operating costs appreciably. 


Our overall goal is to achieve and maintain profitable 
growth as a diversified international protection 
and wealth management company with satisfied 
customers and committed employees, resulting 
in shareholder value. 


In Canada, we experienced another year of tremendous 
organizational change with the Crown Life integration 
and the transition of our career sales agent force to 
an independent sales force. We have also increased 
our focus on small group customers, one of the 
fastest-growing segments in Canadian business. On 
the wealth management side, we continued to 
enhance and refine our product line and leverage 
advances in technology by providing our group 
customers with full Internet access. We also became 
the first Canadian property and casualty insurer to 
offer on-line quoting and issuing. 
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In the United States, our management team has 
redefined its focus on businesses with strong 
competitive positioning — Group Life & Health and 
Individual Life. In both business areas, we introduced 
new. administration information systems that will 
allow us to reduce expenses, enhance customer service 
and bring products to market more quickly. We also 
met the challenge of taking over the administration 
of the Crown Life U.S. block of business. During 
1999, the division added key staff in a number of 
areas, which strengthened and broadened our skills 
and the knowledge of our team. 


In the United Kingdom, we continued to achieve 
great success with our single premium and offshore 
investment products. Wealth management and the 
overall provision of retirement income are major 
areas of focus for us in this jurisdiction. On the 
Group Life & Health side, we steadily increased our 
overall market share. 


In Ireland, given our strong domestic position, we 
will drive additional performance and growth 
by developing our wealth accumulation and risk 
management businesses. The 1999 launch of a new 


asset management company — Setanta Asset 
Management Limited — was a highlight in this 
Strategy. This initiative, along with new systems 
software, allows the Irish Division, for the first time, 
to offer investment management services to third 
parties as well as to manage in-house funds. In 
addition, we believe that existing core competencies 
leave us well-positioned for further growth in the risk 
management area, particularly in the term life and 
critical illness markets. 


As | said at the outset, Canada Life is committed to 
creating value for customers and shareholders. 
There will be challenges ahead; there always are. 
The emergence of new competitors, continued 
consolidation, changes in regulatory environments 
(such as in the United Kingdom with respect to 
pension products) and maintaining the balance 
between maximizing financial results and investing 
in new products and markets, are examples. 


| have said that strategies do not implement them- 
selves, people implement them. To meet the challenges 
ahead, we have a strong focus on developing and 
recruiting people to create a talented management 


team of professionals who understand how to compete 
effectively as a diversified and decentralized company. 
Working with them are dedicated employees who 
share a deepening understanding of what It means to 
be a customer-driven enterprise. 


It is our financial strength and the sharp focus of the 
individuals who work for Canada Life that make me 
extremely optimistic about our future. As | see it, 
2000 will be a very successful year for Canada Life 
as we roll out new products, explore new ways of 
distributing them and deliver exceptional service to 
customers worldwide. As one century ends and 
another begins, | want to extend my sincere thanks 
to both current Canada Life people and those who 
have gone before us. Together, we have positioned 
Canada Life well for the 21st century. 


Bo\ickel 


David A. Nield 
Chairman of the Board, 
President and Chief Executive Officer 
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Onerations 


Canada Life is a diversified international life insurance company 
offering a wide range of protection and wealth management products 
to approximately ten million customers — individuals and groups 
— in Canada, the United States, the United Kingdom, Ireland and 
several other foreign locations. : } 


6 Canada Life Financial Corporation 1999 Annual Report 


Operations at a Glance 


Through its wholly owned subsidiary, The Canada Life Assurance Company, the Company serves approximately ten million 
people under individual and group contracts in Canada, the United States (“U.S.”), the United Kingdom (“U.K.”), the 
Republic of Ireland (“Ireland”), and in several other jurisdictions, including Hong Kong, Macau, Bermuda, Bahamas and 
Brazil, through branch operations and/or subsidiary companies. Our core business is to offer products and services to 


meet our clients’ needs for: 


* accumulation of assets in the form of annuity, pension and investment products; 


¢ financial and investment management; and 


* financial protection in the event of certain risks including life, medical, dental, disability and general insurance. 


UNITED 
KINGDOM 


CANADA UNITED STATES 
PRINCIPAL Toone Ontario Atlanta, Georgia 
OFFICES Regina, Saskatchewan 
OPERATING in all 101 provinces: a all 50 states and the 
LOCATIONS 6 individual marketing District of Columbia: 
centres 22 regional sales offices 
13 group sales offices 21 group offices 
3 regional group claims 
and services offices 
3 regional general 
insurance offices 
DISTRIBUTION Independent brokers, Independent agent 
CHANNELS consulting firms, field force and brokers 
financial institutions, 
stockbrokers and 
Internet 
PRODUCTS Annus a Re inca ite and 
ife, hea isability critical illness 
& SERVICES and dental insurance insurance 
Group creditor life and Group life, disability, 
disability insurance dental, stop loss and 
General insurance critical illness insurance 
(personal lines including Fixed and variable 
automobile, recreationa annuities and pensions 
vehicle, motorcycle and 
property insurance) 
Segregated Funds 
Investment management 
services 
OPERATING Canada Life Casualty Canada Life Insurance 
SUBSIDIARIES Insurance Company Company of New York 


Insurance and annuities 
Canada Life Insurance 
Company of America 

Variable annuities 


General insurance 
Adason Properties Limited 
Real estate 
management 
Canada Life Mortgage 
Services Ltd. 
Mortgage origination 
and services 
Laketon Investment 
Management Ltd. 
Investment management 
services 
(35% ownership*) 
Sherway Centre Limited 
Retail and commercial 
properties 
Canada Life Financial 
Distribution Inc. 
Distribution of 
insurance products 
in Quebec 
Kanetix Ltd. 
An e-commerce company 


Potters Bar, Hertfordshire 


Tacighout: the U.K.: 
24 business centres 
3 regional sales offices 
3 group sales offices 


Direct sales consultants 
and independent 
financial advisors (IFA’s) 


Annuities and pensions 

Investment and savings 

Life, health and disability 
insurance 

Unit trusts and Individual 
Savings Accounts (ISA's) 

Unit-linked life insurance 
and pensions 


Canada Life Limited 
Unit-linked life 
insurance and 
pension products 

Canada Life 

Management (U.K.) 

Limited 
Unit trusts and 
Individual Savings 
Accounts (ISA's) 

Canada Life 

International Limited 
Unit-linked life 
insurance and 
investment products 


REPUBLIC OF 
IRELAND 


Blackrock, Bueine 


Tania Ireland: 


6 regional offices 
8 branch offices 


Financial consultants 
and brokers 


Annuities and pensions 


Investment and savings 

Life, health and disability 
insurance 

Unit-linked life insurance 
and pensions 


Canada Life Assurance 


(Ireland) Limited 
Insurance and annuities 
Unit-linked life 
insurance and 
pension products 

Setanta Asset 

Management Limited 
Investment 
management services 


INTERNATIONAL & 
REINSURANCE 


Toronto, Ontario 
Regina, Saskatchewan 


In the folonine 
countries: 

United States 
(including Puerto Rico, 
Ht in Islands, Guam 

American Samoa) 

Brazil 

Hong Kong 

Macau 

Bermuda 

Bahamas 

Cayman Islands 

Reinsurance directly 
through sales 
representatives in the 
United States, 
international brokers 
and general agents 


Direct reinsurance and 
retrocession of life, 
disability, health and 
accident insurance as 
well as financial 
reinsurance 

Annuities and pensions 

Investments and savings 

Life, health and 
disability i insurance 


Canada Life of 
Brasil Ltda. 

Canada Life Pactual 
Previdéncia é Seguros 
S.A. (Brazil) 


* In March 1999, INDAGO Capital Management Inc., in which the Company held a 50% equity interest, merged with Laketon Investment Management Ltd. under the 
Laketon Investment Management Ltd. name. The Company holds a 35% equity interest in the merged company. 
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Canada Life’s core markets are Canada, the United Kingdom, 
the United States and Ireland. We bring our financial strength 
and investment management experience to bear in each of these 


markets, where we tailor our strategies to deliver unique solutions 
for geographically diverse needs. 


Places 


Core Markets and Developing Markets 


We have business interests in Hong Kong, Macau, the Bahamas, 
Bermuda, Cuba, the Cayman Islands, and several U.S. territories, 
as a result of the recent Crown Life acquisition. Our representative 
office in Beijing has been in place since 1998 and we are 
encouraged that new privatization legislation in India will allow 
our joint venture with India’s Centurion Bank to come to fruition. 
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Bu Na 


Choice equals power. We offer our customers — individuals and 
groups — greater choice and flexibility with our broad range of 
insurance and investment products. That’s power. 


~ Produets- 


Insurance and Investments 


Our products include life, disability, critical illness, dental, creditor 
and supplemental medical insurance, as well as annuities, 
segregated funds, unit trusts and home and auto insurance. They 
are distributed by a multi-channel network of independent and 
career agents, insurance brokers, independent financial advisors, 
consulting firms, stockbrokers, financial institutions and e-commerce. 
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#ane Burbage 


Darry! Waghorne 
Canada Life, Cariada 


Angela Lam £@ 
ada.Life, Canada 


/ 


At Canada Life, a strong and experienced management team 
leads high-energy employees, working smart to serve our 
customers worldwide. We know achieving our goals and 
meeting our customers’ expectations depend on strong leaders 
positioned in critical jobs throughout our company. 


; 
i 
7 copie 


Customers and Employees 


From the front lines to our executive offices, our people are self- 
disciplined, passionate about their work and continuously 
focused on improvement. Through leadership training and 
recruiting, we ensure that talented individuals continue to power 
Canada Life’s success. 
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We partner. We acquire. We integrate. We take the best from two 
worlds and make them one. After 11 acquisitions in seven years, 
Canada Life has developed another core strength: We know how 
to merge two cultures, two places and two businesses. We achieve 
economies that make it easier to do business in a changing world. 
We take a disciplined approach to increasing our distribution 
capacity and building market share. 


Partnership 


Acquisition and Integration 


Through acquisitions we are building our company. We are also’ 
strengthening our competitive position in each of our four principal 
markets and laying the foundation for success in new markets. 
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This section of the Annual Report provides management with the 
opportunity to discuss the financial performance of the Company for 
the year ended December 31, 1999, and to give a general indication of 
the Company’s focus and direction for the future. 


This section of the Annual Report provides 
management with the opportunity to discuss 
the financial performance and the financial 
condition of Canada Life Financial Corporation 
(“the Company”) for the year ended December 
31, 1999 and to give some general indication 
of the Company’s expectations for future 
performance. This report may contain forward- 
looking information about strategies and 
expected financial results. A large variety of 
factors, all difficult to predict, and many 
beyond the Company's control, could cause the 
Company’s actual results to differ materially 
from results that are projected in the forward- 
looking statements. These factors include, but 
are not limited to, legislative or regulatory 
changes, industry competition, global capital 
market activity affecting the value of the 
Company's investments, and general economic 
and financial conditions. Accordingly, the 
reader is cautioned against undue reliance on 
these forward-looking statements. 


This section also describes the policies and pro- 
cedures used for managing the financial risks 
related to its activities. The analysis is based on 
the Consolidated Financial Statements of 
the Company. All dollar amounts are in millions 
of Canadian dollars unless otherwise stated. 


Ni 


management's discussion & analysis 


contents 


Overview 
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Analysis of Operations 

Company Outlook 

Financial Performance by Operating Division 
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18 Canada Life Financial Corporation 1999 Annual Report 


Overview 


As at and for the year ended December 31 1999 1998 % Change 
$ $ 
Premiums 
General Fund 4,821 3,980 21 
Segregated Funds ” 2,737 ZA 29 
Total General Fund and Segregated Funds 7,598 6,098 24 
Assets 
General Fund 30,728 26,284 17 
Segregated Funds ” 21,875 T3672 7 
Total General Fund and Segregated Funds 52,603 44,956 17 


General Fund Operating Results 


Revenues 
Premium income 4,821 3,980 21 
Net investment income 2,327 1,964 18 
Fee Income 393 331 ius) 
7,541 O275 20 
Expenditures 
Payments to policyholders and beneficiaries 4,750 4,002 Ws) 
Increase in actuarial liabilities 1,133 1,061 gif 
Commissions 344 244 Al 
General expenses a23 690 5 
Premium taxes 57 44 30 
Interest expense 42 24 US 
7,049 6,065 16 
Net income before income taxes and goodwill expense 492 PANG) 134 
Income taxes 134 60 123 
Net income before goodwill expense 358 150 139 
Goodwill expense 38 OZ (39) 
Net income 320 88 264 
Net income: 
Net income prior to demutualization 249 88 183 
Net income (loss) subsequent to demutualization attributable to: 
Participating policyholders (1) = 3 
Shareholders 72 - - 
320 88 264 
Pro forma earnings per share excluding goodwill expense ” 2.24 - - 
Pro forma earnings per share ° 2.00 - - 
Equity: 
Policyholders’ equity = 2,694 = 
Participating policyholders’ equity 47 - - 
Shareholders’ equity 2,830 : : 
Return on shareholders’ equity ® 11.6% 3.4% 
MCCSR ratio 190% 212% 


” The 1998 comparative figures have been reclassified, where appropriate, to conform to the presentation adopted in 1999. 

Refer to Financial Position — Segregated Fund Assets for a description of the Company's Segregated Funds. = 

® For purposes of calculating return on shareholders’ equity and pro forma earnings per share, the demutualization is assumed to have occurred on January 
1, 1999. Pro forma net income attributable to shareholders was calculated to have been $321 million in 1999, consisting of $249 million of pre-demutual- 
ization earnings plus $72 million of shareholders’ earnings, post-demutualization. It was assumed that the common shares outstanding at December 31, 
1999 were issued on January 1, 1999. a ; en oe 

® Asa mutual company, return on policyholders’ equity in 1998 was 3.4%, which includes provisions of $182 million after tax for two industry-wide issues in 
the United Kingdom as described under Financial Performance by Operating Division — United Kingdom Division. Before these provisions, net income would 
have been $270 million for the year-ended December 31, 1998 and return on policyholders’ equity would have been 10.0% for the year-ended December 31, 
1998. 
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1999 Highlights 


The Company generated strong growth in net income, 
premiums and assets in 1999, establishing record amounts 
in each category. Net income for the year was $320 million, 
a substantial increase over the net income reported in 
1998 of $88 million. After adjusting for special provisions 
established in the U.K. in 1998, net income increased $50 
million or 19% over 1998. Total premiums for General 
Fund and Segregated Funds increased by 24% to $7,558 
million and assets increased by 17% to $52.6 billion. 


The two most significant events affecting the Company 
in 1999 were the demutualization of The Canada Life 
Assurance Company (“Canada Life”) on November 4, 
1999 and the acquisition of the Crown Life Insurance 
Company (“Crown Life”) operations effective 

January 1, 1999. 


As a result of the demutualization, net income for 1999 
has been reported as a mutual company for the period 
from January 1, 1999 to November 4, 1999 and as a public 
stock company from November 5, 1999 to December 31, 
1999. For 1999, net income prior to demutualization was 
$249 million and subsequent to the conversion to a 
public stock company, net income attributable to 
shareholders was $72 million and the net loss attributable 
to participating policyholders was $1 million. 


Assuming the Company was a public stock company on 
January 1, 1999 and that the 160,388,287 common shares 
issued during the year were outstanding from January 1, 
1999, pro forma net income attributable to common 
shareholders would have been $321 million or pro forma 
earnings per share of $2.00. Similarly, pro forma net 
income excluding goodwill expense would have been 
$359 million or $2.24 per share. Using these same 
assumptions, return on shareholders’ equity would have 
been 11.6% for the year. This compares to a return on 
policyholders’ equity of 3.4% for 1998, or excluding the 
special U.K. provisions taken in 1998, a return on policy- 
holders’ equity of 10.0%. 
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The 19% increase in net income this year was partly 
due to the acquisition of Crown Life in 1999, which 
added approximately $22 million to net income after 
integration costs of $15 million after-tax and goodwill 
expense of $4 million. Other factors, impacting net 
income included generally favourable mortality and 
morbidity results, improved expense performance and 


a strong economic environment. 


DEMUTUALIZATION 

Canada Life became a stock life insurance company on 

November 4, 1999. It did so primarily to give it 

increased access to capital markets thereby increasing 

its flexibility to operate in today’s changing competitive 
environment. In recent years, there have been many 
changes in the financial services industry including: 

¢ consolidation in the financial services industry as 
insurance companies are merging with and buying 
other insurance companies resulting in a smaller 
number of larger and stronger companies; 

* increased competition between life insurance 
companies and other financial institutions which 
increases the need for insurance companies to offer 
new products to compete effectively; and 

¢ the demutualization, or the plan to demutualize, of 
the other large mutual life insurance companies in 


Canada, to access capital markets for further growth. 


Any company needs to grow and develop new products 
and processes to remain competitive. Growth can come 
from buying other companies or by expanding internally. 
Access to capital to achieve this growth is very important. 
As a mutual company, Canada Life had a limited ability 
to raise capital since its capital came primarily from net 
income which accumulates over time. Regulatory 
restrictions on capital have limited Canada Life’s ability 
to expand its business or to make acquisitions it might 
otherwise have considered. Demutualization will also 
provide the access to capital required to develop and 
offer new products and services, as well as to invest in 
new technologies. 


At the date of demutualization, Canada Life became a 
wholly owned subsidiary of the Company by issuing 
all of its common shares to the Company. 


As part of demutualization, eligible policyholders of 
Canada Life received common shares issued by the 
Company from treasury, received cash or were granted 
policy credits. Eligible policyholders included all voting 
policyholders of Canada Life on the eligibility date of 
April 2, 1998. The policy benefits, premiums, policy 
dividends and other non-guaranteed benefits were not 
adversely affected by demutualization. The demutualization 
benefits received by eligible policyholders in exchange for 
their ownership rights and interests were in addition to 
the contractual benefits received as eligible policyholders. 


The Company also issued common shares from treasury 
in an initial public offering to fund payments to policy- 
holders and to help pay for the costs of demutualization. 


In addition, the Company established a shareholders’ 
account and restructured the participating account of 
Canada Life into three separate sub-accounts. The 
demutualization is described more fully in notes 2, 13 
and 14 to the Consolidated Financial Statements. 


CROWN LIFE ACQUISITION 

Effective January 1, 1999, Canada Life acquired through 
purchase or reinsurance, the majority of Crown Life’s 
worldwide insurance business as described in note 6 to 


the Consolidated Financial Statements. 


The Crown Life acquisition significantly increased the 
Company’s Canadian and U.S. operations and its presence 
in Western Canada. It has also offered the Company new 
opportunities by giving it entry into the reinsurance business 
as well as new markets in other international locations in 


which the Company did not operate previously. 


A major focus during 1999 was the integration of the 


Crown Life operations with that of Canada Life’s 


operations in Canada and the U.S. This involved the 
consolidation of some branch offices, the addition of a 
Western Canadian Headquarters in Regina, Saskatchewan 
and the rationalization of computer systems. This 
integration activity is on target and is expected to be 
substantially completed by the end of 2000. 


Canada Life paid $163 million in cash to Crown Life with 
respect to the acquisition. This transaction increased the 
Company’s total assets and liabilities under administra- 
tion by approximately $5.5 billion, consisting of General 
Fund assets of $4.7 billion and Segregated Fund assets 
of $0.8 billion as at January 1, 1999. In 1999 premiums 
increased by approximately $829 million due to the 
Crown Life acquisition, consisting of $748 million of 
General Fund premiums and $81 million of Segregated 
Fund premiums. Additionally, the Crown Life acquisi- 
tion contributed approximately $22 million to net income 
in 1999, after integration costs of $15 million after-tax and 
goodwill expense of $4 million. Management believes 
net income associated with the acquired Crown Life 
operations will increase in each of the next two years, 
as the integration of these operations is completed. 

A detailed discussion of the changes in revenues and 
expenditures due to this acquisition has been included 
in the Analysis of Operations below, as well as the 
Financial Performance by Operating Division. 


Analysis of Operations 


GENERAL FUND AND SEGREGATED FUNDS REPORTING 

In each of its principal markets, the Company offers 
products on both a General Fund and Segregated Fund 
basis. General Fund and Segregated Fund products are 
treated differently in the Company’s Consolidated 


Financial Statements. 
The financial risks associated with General Fund prod- 


ucts are in general borne by the Company. As a result, 


premiums received on General Fund products, as well 
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as investment income earned on assets supporting 
General Fund products, are reflected as revenues in 

the Company’s Consolidated Statement of Net Income, 
while payments to policyholders and beneficiaries, and 
increases in actuarial liabilities in respect of such products 
are reflected as expenditures. Generally, net income 
from General Fund products is generated from the 
excess, if any, of premiums and net investment income 
earned on assets purchased with those premiums, over 
amounts in respect of policy benefits and other expenses. 
By contrast, Segregated Fund products are supported 
by assets which are separate from, and not available to 
satisfy the liabilities of, the General Fund. The return 

to policyholders on Segregated Fund products varies 
depending on the performance of the assets in the 
applicable Segregated Fund. Accordingly, Segregated 
Fund premiums, investment income, payments to 
policyholders (subject to the possible effect of any 
guarantees) and certain other expenditures are not reported 
in the Company’s Consolidated Statement of Net 
Income. The Company earns fee income for managing 
Segregated Fund assets, which is reported in the 
Company’s Consolidated Statement of Net Income. 


Notwithstanding the differences in financial reporting, 
in many cases General Fund and Segregated Fund 
products are alternatives offered by the Company to the 
same potential customers through the same distribution 
channels. The Company’s relative mix of sales of General 
Fund and Segregated Fund products may vary 
depending in part on prevailing interest rates and 


stock market performance. 


IMPACT OF FOREIGN EXCHANGE RATES 


1999 1998 
U.S. dollar $1.44 $1.53 
British pound A ee S| $2.54 
Irish pound* $1.84 $2.28 


“The Irish pound is a denomination of the Euro and the exchange rate is 
continues to use the denomination of the Irish pound and is likely to cont 


and coins in early 2002. Therefore, for comparative purposes and to re 
Analysis make reference to the Irish pound rather than the Euro. 
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Assets and Liabilities 


IMPACT OF FOREIGN EXCHANGE RATES 

The Company’s Consolidated Financial Statements 

are reported in Canadian dollars. As a multinational com- 
pany operating in various foreign jurisdictions, the 
Company is impacted by changes in foreign exchange 
rates against the Canadian dollar. In 1999, the Canadian 
dollar strengthened significantly against the three major 
currencies in which the Company operates and has 
negatively impacted reported net income and asset 
growth rates from the Company’s foreign operations 

as compared to 1998 levels. Net income was $7 million 
lower and total assets were $2.4 billion lower 

($1.1 billion for the General Fund and $1.3 billion 

for the Segregated Funds) than they would have been had 
exchange rates remained at 1998 levels. The translation 
rates for assets, liabilities, revenues and expenditures are 


shown below. 


ANALYSIS OF REVENUES 
General Fund revenues increased by $1,266 million or 
20% over 1998. 


PREMIUM INCOME 

Premium income represents the amounts collected from 
policyholders with respect to the Company’s protection and 
wealth management products. For many of these products, 

an increase in premiums will not necessarily result in a 
corresponding increase in net income for that same period 
because actuarial liabilities, including any applicable margins, 
will be established to provide for future benefits, at the 
time the premium is received. Net income will be 


recognized over the life of the product as experience permits. 


Revenues and Expenditures 


% change 1999 1998 % change 
(6) $1.49 $1.48 i 

(8) $2.40 $2.46 (2) 

(19) $2.01 yal (5) 


fixed at 0.787564 Euro’s to the Irish pound. In general, the Irish economy 
inue to do so until Irish pound notes and coins are replaced with Euro notes 
eflect current local practice, the comments in this Management's Discussion and 


PREMIUMS 


General Fund premium income: 
Participating insurance and annuities 
Non-participating: 
Annuities 
Individual life and health insurance 
Group life and health insurance 
Reinsurance 
General insurance 


Segregated Funds premiums 


Total premiums 


General Fund premium income increased by $841 million 
or 21% over 1998. The Crown Life acquisition added $748 
million to General Fund premium income in 1999. The 
remaining $93 million increase came from the Company’s 
existing blocks of business. This increase was largely 
attributable to general growth in group life and health 
insurance in Canada and the U.K., increased sales of 
individual life and health insurance in Ireland, an increase 
in sales of individual annuities in the U.K. and the U.S., 
and the transfer of a portion of deposit administration 
business in the U.K. from the Segregated Funds to the 
General Fund. These increases were somewhat offset by 
decreased sales of guaranteed investment contracts (“GIC’s”) 
and single premium individual life insurance in the U.S., 


1999 1998 % Change 
$ $ 
833 778 a 
1,584 1,491 6 
808 663 22 
7277, 927 38 
202 s 2 
117 2 (3) 
4,821 3,980 Zi 
2,737 2,418 29 
7,558 6,098 24 


and individual life and health insurance in the U.K. 


Segregated Fund premiums increased by $619 million 
or 29% over 1998. The Crown Life acquisition added 
$81 million to Segregated Fund premiums, all of it in 
Canada. The remaining increase was mainly due to 
increased sales in Canada and the U.K. as a result of 
strong stock market performance and consumer 


demand for equity-based products. 


NET INVESTMENT INCOME 
Net investment income for the General Fund increased 
by $363 million or 18% over 1998 and was derived from 


the following sources: 


NET INVESTMENT INCOME 1999 1998 % Change 
$ $ 
Bonds* 1,232 1,042 18 
Mortgages* 597 533 ii2 
Common and preferred stocks* 244 241 1 
Real estate” 103 82 26 
Policy loans 76 35 IL 
Cash and cash equivalents, and short-term 
investments 70 3g 79 
Other 55 33 67 
Total investment income 2,377 2,005 19 
50 4l 22 


Net investment income 


2,327 1,964 18 


* Includes amortized gains as follows: bonds $101 million (1998 - $72 million); mortgages $10 million (1998 - $7 million); common and preferred stocks 
$178 million (1998 - $180 million); and real estate $20 million (1998 - $10 million). Amortized gains (losses) reflect Canadian GAAP for life 
insurance companies whereby realized gains (losses) on bonds and mortgages, as well as both realized and unrealized gains (losses) on stocks and real 
estate, are amortized into income as described in note 3(b) to the Consolidated Financial Statements. 
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The acquisition of the Crown Life operations added to 
the Company’s invested assets and investment income 
for 1999 as compared to 1998. However, several factors 
combined to dampen the investment rate of return for 
1999 as compared to 1998. 


In 1999, stock market performance was generally strong in 
most countries in which the Company operates, although 
these market increases were driven by specific industry 
groups, primarily focused on the technology sector. The 
TSE 300 Index in Canada achieved a 29.7% increase, a 
substantial rise from the previous year’s decrease of 
3.2%. The U.S. Standard and Poor’s 500 Index grew 19.5% 
against a 26.7% increase in 1998. The U.K. FTSE 100 had 
gains of 17.8% versus a 14.5% increase the previous year. 
The Irish ISEQ was flat at 0.4% in 1999 against a 23.2% 
rise in 1998. 


The Company’s own stock portfolio posted reasonable 
results, but under-performed relative to the market 
indices in most jurisdictions in which the Company operates, 
except for Ireland. The equity holdings of the Company did 
not reflect the composite holdings of the various market 
indices. In addition, the Company’s equity portfolio perfor- 
mance was dampened as a result of equity swaps used by 
the Company to hedge its North American common stock 
portfolio. In 1996, the Company entered into equity swaps 
to hedge its common stock portfolio against an anticipated 
drop in the performance of the North American stock 
markets. In 1999, the stock markets strengthened causing a 
loss on these hedging transactions relative to expectations. 
Losses related to these hedging programs reduced the 
returns on the Company’s stock portfolio by $9.3 million 
and $6.5 million in Canada and the U.S., respectively. These 
factors together with the low interest rate environment 
which prevailed for most of the year, reduced the net rate 


of investment income earned on General Fund invested 
assets from 8.6% in 1998 to 8.2% for 1999. 


FEE INCOME 

Fee income is derived mainly from the management of 
the Company’s Segregated Fund assets. These fees are 
generally based on a percentage of the market values 
of the assets under administration. The Company also 
earns fee income from the administration of unit trusts 
in the U.K., from investment management services 
provided by several subsidiary companies and from 
administrative services (such as claims administration) 


provided to employer and other groups. 


Fee income increased by $62 million or 19% over 1998. 
The acquired Crown Life operations contributed 
approximately one quarter of this increase. The balance 
of the increase was primarily due to management fees 
generated on a higher level of Segregated Fund assets 


under administration in Canada and the U.K. 


ANALYSIS OF EXPENDITURES 

Total General Fund expenditures, excluding income 
taxes and goodwill expense, increased by $984 million 
or 16% over 1998. 


PAYMENTS TO POLICYHOLDERS AND BENEFICIARIES 

Payments to policyholders and beneficiaries represent 
amounts paid out in respect of, among other things, 
life, health and general insurance benefits; annuity 
payments, maturities and surrender payments; and 
policyholder dividends on participating policies. When 
the Company makes payments to policyholders and 
beneficiaries, the amount of any related actuarial 
liability is reduced, producing an offset to such 


payments for net income purposes in the Company’s 


PAYMENTS TO POLICYHOLDERS AND BENEFICIARIES 


Life, health and general benefits 
Annuity payments 
Maturities, surrender payments and other 


1999 1998 % Change 
$ $ 

1,560 1,065 46 

1,032 960 8 

1,872 NTA ©) 


Participating policyholder dividends 286 256 12 


4,750 


4,002 RS) 
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Consolidated Statement of Net Income. However, there 
may be circumstances where payments made are not 
exactly offset by a reduction in actuarial liabilities. 


Payments to policyholders and beneficiaries increased by 
$748 million or 19% over 1998. The acquired Crown Life 
operations accounted for $863 million of the increase. 
Payments to policyholders and beneficiaries on the 
Company’s existing blocks of business decreased by 
$115 million from 1998. This was caused by lower levels 
of scheduled GIC maturities in the U.S., and Canada, 
and favourable group life insurance claims experience in 
the U.K., all of which offset any increases in payments 
resulting from a general growth in most lines of business. 


INCREASE IN ACTUARIAL LIABILITIES 

Changes in actuarial liabilities from year to year are a 
function of business volumes, underlying experience 
factors, changes in assumptions and refinements in the 
calculation of these liabilities. The increase in actuarial 
liabilities represents the net change during the period, in 
the amount of the Company’s actuarial liabilities, which 


is included in determining net income. 


Actuarial liabilities increased by $72 million, a 7% 
increase over 1998. Higher business volumes and 
underlying experience factors caused a $151 million 
increase. This was offset by a $79 million reduction 
relating to changes in assumptions and refinements 
in the calculation of these liabilities from 1998. This is 
explained in greater detail in note 8(a) to the 
Consolidated Financial Statements. 


COMMISSIONS 
Commissions increased by $100 million or 41% over 
1998. The Crown Life business accounted for $93 million 


of this increase. The remainder of the increase was consis- 


tent with the increase in premium growth during the year. 


GENERAL EXPENSES 

General expenses increased by $33 million or 5% over 
1998. The Crown Life acquisition added $114 million in 
integration costs and ongoing general expenses in 1999. 
The demutualization effort added another $15 million 
to general expenses. These increases were offset by a 
decrease in general expenses of $33 million resulting 
from a reduction in retiree benefit provisions in Canada 
and the U.S., a reduction of $27 million in integration 
costs on the MetLife (U.K.) operations acquired in 1997, 
and various other savings including lower fixed sales 
costs in the U.K. and guarantee fund assessment charges 
in the U.S. as compared to 1998. 


INCOME TAXES 

Income taxes increased by $74 million or 123% over 
1998, as a result of higher overall net income. The 
effective tax rate decreased from 41% of pre-tax income 
in 1998 to 30% in 1999. The lower effective tax rate 
resulted largely from proportionately higher net income 
earned in those jurisdictions with lower income tax 


rates, particularly in the U.K. 


GOODWILL EXPENSE 

Goodwill expense of $38 million represented a decrease 
of $24 million or 39% from 1998. The reduction was 
mainly the result of a write-down in goodwill of $12 
million in 1999 as compared to $37 million in 1998, both 
due to the recognition of economies of scale on the 
integration of the MetLife (U.K.) operations acquired 
in 1997. These write-downs were offset by releases of 
actuarial liabilities in each year as described in notes 3(j) 
and 8(a) to the Consolidated Financial Statements. 


GOODWILL EXPENSE 1999 1998 % Change 
$ $ 

U.K. insurance operations of the Manufacturers Life Insurance Company 8 8 - 

MetLife (U.K.) Limited 25 54 (54) 

Crown Life Insurance Company operations and other 5 - - 

38 62 (39) 
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Company Outlook 


The Company undertook a comprehensive strategic 
review in 1999 in which it critically evaluated all of its 
businesses. That review resulted in a continued strong 
commitment to diversification by geography, product 
and distribution system. The Company believes 
strongly that such diversification enhances opportunities 
to deploy capital to the shareholders’ best advantage, 
thereby increasing flexibility and profitability and 
decreasing risk. Other significant results of the 


review included: 


¢ The Company will increase its focus on wealth 
management businesses in Canada, the U.K. and 
Ireland but will decrease this focus in the U.S., 
where it believes it does not have, and cannot 


achieve, critical mass. 


The Company retains a strong commitment to 
providing protection products and envisions an 


enhanced role for such products in the U.S. 


The Company is committed to serving customers 
through a variety of distribution systems that reflect 
consumers’ preferences. This approach calls for 
increased distribution alternatives, including 


utilizing, where appropriate, the Internet. 


The Company is committed to organic growth as 


its primary means of continued growth. 
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¢ The Company exploits its experience of successfully 
acquiring and integrating businesses by continuing 
its disciplined approach towards additional 
acquisitions, which will supplement and support 


its organic growth. 


The Company will ensure that it is deploying its 
capital to businesses where returns are highest; and 
will continue to allocate significant capital to those 
businesses with longer-term growth potential and to 


information systems upgrades. 


The Company is committed to strong earnings 
performance and management looks forward to 
continued growth in shareholders’ return on equity 
in each of the next few years. That growth will be 
achieved by further improving operating efficiencies, 
particularly expense efficiency; but will also 
specifically arise from: 

¢ The bond yield optimization program described 
under Financial Position — General Fund 
Invested Assets. 

¢ The completion of the Crown Life integration and 
the economies of scale and earnings enhancements 
anticipated from that completion. 

* Corporate strategies aimed at ensuring the 
Company is structured appropriately from a tax 
and regulatory perspective. 

¢ Some increased leverage in its capital structure 
as described under Financial Position - Capital 
Management. 


Financial Performance by Operating Division 


The Company conducts its business primarily through 
local operating divisions in Canada, the U.S., the U.K., 
the Republic of Ireland and, newly created in 1999, 
an International and Reinsurance Division. The 
centralization of certain key corporate functions 
enables the operations in all jurisdictions to benefit 
from the Company’s extensive experience in financial, 
human resource and technology management, and 
ensures consistent policies and standards in these 


areas across the divisions. 


Each operating division includes subsidiary companies 
and/or branch operations of the Company, which 
offer insurance and annuity products and investment 
management services. Each operating division is 
managed, for the most part, independently from the 
other divisions, focusing on its own local market, 
with responsibility for its own product development, 
marketing, distribution and pricing functions. Each 
division is required to meet growth and expense 
objectives and provide an appropriate return on 


capital allocated to it. 
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Canadian Division 


The Canadian Division is based in Toronto, Ontario with Western Headquarters in Regina, Saskatchewan, and regional operations 
in Montreal, Quebec and Halifax, Nova Scotia. The Division is organized into four distinct business units — group life and health 
insurance; individual life and health insurance; investments and pensions (annuities and Segregated Funds), and general (property 
and casualty) insurance. Across Canada, each business unit is organized into multiple profit centres, with each centre providing 
products designed to serve target markets, such as the small business and individual retirement and savings markets. The Division 
operates under the name The Canada Life Assurance Company, except for its general insurance operation, which operates through its 
subsidiary Canada Life Casualty Insurance Company (“Canada Life Casualty”) and its e-commerce company, Kanetix. 


As at and for the year ended December 31 % Change 


Revenues 
Premium income: 
Participating insurance and annuities 
Non-participating: 
Annuities 
Individual life and health insurance 
Group life and health insurance 
General insurance 


Net investment income 
Fee income 


Expenditures 

Payments to policyholders and beneficiaries 
Increase in actuarial liabilities 
Commissions 

General expenses 

Premium taxes 

Interest expense 


Net income before income taxes and goodwill expense 

Income taxes 

Net income before goodwill expense 

Goodwill expense 

Net income 

Net income prior to demutualization 

Net income subsequent to demutualization attributable to: 
Participating policyholders 
Shareholders 


Total assets 


Premiums 
Total assets 
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| and Segregated Fund Premiums 


($ millions). 


Participating insurance 
and annuities 


Non-participating 


Annuities 


Individual life and 
health insurance 


Group life and 
health insurance 


General 
insurance 


»@ Segregated 
Funds 


Net income increased by $15 million or 21% over 1998, 
reflecting strong growth in core operating earnings. The 
impact of group life and health pricing actions over 
the past year was positively reflected in the Division’s 
financial results. Favourable mortality and morbidity 
experience in both individual and group life and health 
insurance was partially offset by adverse mortality experi- 
ence in payout annuities. The transition of the distribution 
system from career agents to independent agents which 
began in 1998, while not entirely complete, has already 
resulted in lower fixed costs and higher levels of new 
sales during 1999. Increased general expenses related to 
systems rationalization costs, Crown Life integration 
costs and demutualization costs, were partially offset by 
a reduction in provisions for retiree benefit costs. The 
acquired Crown Life operations contributed marginally 
to the overall increase in net income in 1999, but this 
contribution was not sufficient to offset the lower level 
of net income on the Company’s surplus assets, that was 
allocated to the Canadian Division in 1999. Management 
believes that the acquired Crown Life operations will 
make a positive contribution to earnings in 2000 as the 
integration activities are substantially completed. 


Total revenues increased by $474 million or 18% 
over 1998. 


General and Segregated Fund Assets 


($ millions) 
22,000 


20,000 


18,000 


fig Segregated 
{a Funds 


General 
un 


"99, "9g. 19g, 199) oy, Oy 


General Fund premium income grew by $351 million 
or 23% over 1998. The Crown Life acquisition 
contributed $306 million to this increase. The remainder 
was due to organic growth in both group and individual 
life and health insurance. Segregated Fund premiums 
increased 49% to $1.5 billion, largely due to increased 
demand for equity based products. 


Net investment income increased by $107 million 

or 12% over 1998. While the acquired Crown Life 
operations added to the Company’s invested assets 
and investment income, net investment income 
results were somewhat dampened by the low interest 
rate environment that prevailed for most of 1999 and 
losses on equity swaps used to hedge the common 
stock portfolio. 


Fee income increased by $16 million or 14% over 
1998, primarily due to an increase in Segregated Fund 
assets under administration during the year as well as 
the added fee income contributed by the acquired 
Crown Life operations. 


Total expenditures increased by $451 million or 18% 
over 1998. 
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Payments to policyholders increased by $301 million or 
17% over 1998. The added Crown Life business caused 
a $358 million increase, but this was offset by a decrease 
of $57 million relating to the Division’s existing blocks 
of business due to improved claims experience in indi- 
vidual life and general insurance and lower scheduled 
maturities of group and individual GIC products. 


The increase in actuarial liabilities for 1999 was $23 million 
or 9% higher than 1998 primarily due to the impact of the 
Crown Life acquisition, and strengthening of actuarial 
liabilities for Segregated Fund annuity guarantees and 
non-participating individual life insurance business. 
The increase in actuarial liabilities was also higher in 
1999 as a result of reduced GIC surrenders and maturities 
as compared to 1998. These increases were largely offset 
by releases of actuarial liabilities related to the establish- 
ment of the participating closed block sub-account at 
demutualization. 


Commissions increased by $32 million or 52% over 1998; 
of which $25 million was from the added Crown Life 


operations. The balance of the increase was consistent 


with premium growth on the existing blocks of business. 


General expenses increased by $69 million or 24% over 
1998 mainly due to $77 million in ongoing general 
expenses and integration costs related to the Crown Life 
acquisition, offset by a reduction in provisions for retiree 
benefit costs of $14 million (pre-tax). As previously 
noted, the transitioning of the distribution system has 
resulted in lower fixed costs. However, this reduction 
was more than offset by increased variable expenses, as 
a result of increased sales volumes, increased expenditures 
related to improvements made to systems and processes 
to enhance customer service and the Canadian Division’s 
portion of demutualization costs. 


Interest expense increased by $17 million or 81% over 
1998 due to the additional $300 million of subordinated 
debentures issued in December 1998. 


Total General Fund assets increased $1.4 billion or 12% 
over 1998. This increase was primarily due to the 
Crown Life acquisition and to a lesser extent general 
business growth. 
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Segregated Fund assets increased $2.0 billion or 35% 
over 1998. The Crown Life acquisition contributed $766 
million of this increase as at January 1, 1999. The balance 
was due to significant growth in group savings business 
and market value increases as a result of strong equity 
markets, especially in the latter part of 1999. 


INVESTMENTS AND PENSIONS 

The Investments and Pensions operation offers immediate 
and deferred individual annuity savings and retirement 
products and a wide variety of group annuity products 
and services, including pension plans, annuities, group 
registered retirement savings plans, deferred profit 
sharing plans and investment management plans. For 
defined contribution plans and investment management 
plans, the Company offers both fixed and variable 
deferred annuity products. Through the Company’s 
Segregated Funds, individuals and plan sponsors have 
access to the investment expertise of a large variety of 
investment managers. 


Total annuity premium income of $571 million in 1999 
was only slightly higher than the 1998 level of $551 million. 
This reflects the continued low interest rate environment 
and its resulting impact on consumer preference for 
equity based products rather than fixed income products. 


Segregated Fund premiums increased by $481 million 

or 49% over 1998. This increase was attributable to two 
large group sales which added $164 million to premiums 
for 1999 and to general growth in both group and indi- 
vidual sales due to consumer preference for equity based 
products. Premiums from the acquired Crown Life business 
accounted for $81 million of the increase over 1998. 
During 1999, the Division implemented several initiatives 
to enhance service delivery and electronic capabilities for 
the distribution of individual Segregated Funds. 


INDIVIDUAL INSURANCE 

The Individual Insurance operation offers a broad range 
of individual life and health insurance products includ- 
ing participating life, term life, universal life, disability 
and critical illness insurance, all focusing on middle and 
upper income individuals. 


PARTICIPATING 

Premium income increased $45 million or 16% over 
1998, with most of the increase coming from the addition 
of the Crown Life participating business in 1999. 
Premiums of $8 million for 1999 from new participating 
business declined by 5% as compared to 1998. This 
represented 15% of total individual insurance new 
premiums in 1999, down from 25% in 1998. This trend is 
expected to continue as the Division completes its 
transition to the independent distribution structure. 


NON-PARTICIPATING 

Premium income increased $47 million or 33% over 
1998, with $44 million of the increase resulting from the 
addition of the Crown Life non-participating business. 
Strong non-participating insurance sales from existing 
blocks of business were attributable to increased sales 
from the introduction of a new preferred term insurance 
product, continued market leadership in critical illness 
products, strong universal life sales and the transition to 
the independent distribution structure. These increases 
were partly offset by normal lapse experience. 


GROUP LIFE AND HEALTH INSURANCE 

The Group Life and Health Insurance operation markets 
group life insurance and health insurance products, 
including creditor insurance, short and long-term disability 
insurance and dental and extended health care plans. 

The dental and extended health care plans supplement 
the basic medical and hospital coverage provided by 
government programs. These group products are provided 
to employee groups of all sizes, through customer 
focused profit centres. The reorganization into customer 
focused profit centres was completed in 1998 and has led 
to an improved market focus and tailored cost management 
programs that have contributed to strong results in 1999 
in terms of improved new business levels, improved 
retention of existing clients and improved profitability. 


Group life and health insurance premium income 
increased by $243 million or 51% over 1998. The Crown 
Life acquisition contributed $200 million to this increase. 
The balance of the increase was attributable to new busi- 
ness and re-pricing actions taken in 1999. 


GENERAL INSURANCE 

Canada Life Casualty was founded in 1986 and is one of 
the most experienced direct marketers of property and 
automobile insurance in Canada, serving more than 550 
affinity groups. Canada Life Casualty has focused 
increasingly on developing specialty niche insurance 
markets, such as motorcycles and recreational vehicles. 


General insurance premium income decreased by $4 
million or 3% from 1998. Gross premium income 
increased $8 million during the year, but this was offset 
by an increase in reinsured premiums as a result of a new 
reinsurance agreement entered into in the second half 
of the year. Management believes that this reinsurance 
arrangement will enhance capital utilization and return 
on capital. 


DIVISIONAL OUTLOOK 

Management believes that the Canadian Division is well 
positioned to take advantage of the continued strength 
of the Canadian economy and growth in the Canadian 
savings, and life and health insurance marketplace. The 
Canadian Division is focused on expanding its market 
presence by increasing the number of independent 
agents who distribute the Canadian Division’s products, 
enhancing its direct marketing capabilities (such as mail, 
worksite and Internet) and continuing to build joint 
distribution ventures with other financial institutions. In 
expanding its market presence, the Canadian Division 
will focus on wealth management products in an effort 
to increase its proportion of fee income. There will also 
be continued focus on product development to improve 
market share and enhance profitability. 


The Canadian Division will continue to focus on 
enhancing the quality of service provided to its 
distributors, intermediaries, producers, plan sponsors, 
plan members and consumers. This will be achieved 
through enhancing operating efficiencies through 
improved use of technology, completing the integration 
of the acquired Crown Life business in Canada and 
enhancing internal processes which will make it easier 
for customers to do business with the Company. 
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United Kingdom Division 


The Company’s U.K. Division has its principal office in Potters Bar, Hertfordshire and operates through Canada Life Limited (“CLL”) E 
formerly called the Canada Life Assurance Company of Great Britain Limited (“CLGB”). Prior to demutualization, the UK. Division 
operated through a branch of Canada Life and through CLGB and Albany Life Assurance Company Limited (“Albany Life”). As part 
of the demutualization process, Canada Life transferred all of its U.K. branch business and all the policies of Albany Life to CLL. CLL 
established a participating policyholders’ account with sub-accounts as described in note 13 to the Consolidated Financial Statements. 
_ Currently CLL has no intention of selling any new participating policies after demutualization and therefore did not establish a new 
business sub-account as part of the U.K. reorganization. 


The U.K. Division also sells offshore investment products through its subsidiary, Canada Life International Limited (formerly called 
Albany International), located in the Isle of Man and manages unit trusts through its subsidiary, Canada Life Management 
(U.K.) Limited. 


The Division is organized around its two major distribution channels, IFA’s and career agents (referred to as “financial planning 
consultants” in the U.K.). The IFA channel is divided into group and individual sales. 


As at and for the year ended December 31 % Change _ 


Revenues 
Premium income: 
Participating insurance and annuities 
Non-participating: 
Annuities 
Individual life and health insurance 
Group life and health insurance 


Net investment income 
Fee income 


Expenditures 

Payments to policyholders and beneficiaries 
Increase in actuarial liabilities 
Commissions 

General expenses 

Interest expense 


Net income (loss) before income taxes and goodwill expense 
Income taxes (recovery) 

Net income (loss) before goodwill expense 

Goodwill expense 

Net income (loss) 

Net income (loss) prior to demutualization 

Net income subsequent to demutualization attributable to: 
Participating policyholders 
Shareholders 


Total assets 


Premiums 
Total assets 11,453 


17 
10,379 10 


For ease of comparison to the other divisions, the U.K. Division’s discussion and analysis is broken down 
by distribution channels. a‘ 


by product grouping rather than 
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and annuities 


Non-partcipating 
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Net income for 1999 was $128 million as compared to 
a net loss of $77 million for 1998. After adjusting for 
special provisions established in 1998, net income for 
1999 increased by $23 million or 22% over 1998. This 
increase reflected significantly improved group life 
insurance claims experience, a reduction in integration 
costs relating to the 1997 MetLife (U.K.) acquisition and 
strong stock market performance. 


In 1998 the Division established $182 million after-tax, in 
special provisions to provide for minimum annuity rate 
guarantees offered on certain U.K. policies sold prior to 
the mid 1980’s and for compensation to certain policy- 
holders who bought personal pension products from the 
Company or its acquired businesses in previous years. 
The compensation calculation for prior pension product 
sales is prescribed by the U.K. regulator. Changes to the 
guidelines issued in 1999 led to a further increase in 
these provisions of $124 million after-tax. The provisions 
for prior pension product sales for 1999 and 1998 were 
recorded net of estimated recoveries from vendors of the 
businesses acquired by the Company in the U.K. The 
increase in the provision for prior pension product sales 
in 1999 was largely offset by releases of actuarial liabilities 
related to the establishment of the participating closed 


General and Segregated Fund Assets 
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block sub-account at demutualization and other changes 
in actuarial assumptions. The provision for prior pension 
product sales is based on management's current estimate 
and the amount of the actual compensation to policy- 
holders may vary from this amount. 


Total revenues increased by $142 million, or 9% 
over 1998. 


General Fund premium income increased by $46 million 
or 5% over 1998, mainly due to increased sales of 
annuities and group life and health insurance products. 
Additionally, premium income for 1998 included $220 
million in short-term single premium bond sales which 
did not recur in 1999. However, these were replaced by 
$173 million in sales of a new series of single premium 
bond products by the Division’s offshore subsidiary, 
Canada Life International Limited. Segregated Fund 
premium income grew by $136 million or 17% largely 
helped by continuing consumer preference for equity- 
based products. 


Net investment income increased by $59 million or 13% 
over 1998, helped by a growth in the U.K. stock market. 
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Fee income increased by $37 million or 24% over 1998 
due to the continued growth in the value of Segregated 
Fund assets and unit trust assets under administration. 
The asset growth resulted from a combination of strong 
stock markets and new business. 


Total expenditures decreased by $93 million or 6% 
from 1998. 


Payments to policyholders and beneficiaries decreased 
by $65 million or 9% from 1998, with the major factor 
being an improvement in group life insurance claims 
experience as compared to the prior year. This improved 
experience resulted from re-pricing actions taken by the 
Division during 1999. 


The increase in actuarial liabilities was higher by $24 
million or 4% over 1998. A further $158 million pre-tax 
was provided for in actuarial liabilities due to changes 
mandated by the regulator to the provisions for 
compensation to policyholders relating to pension 
sales in prior periods. This added cost, was offset by 
overall reductions in other actuarial liabilities which 
were no longer required following the creation of a 
participating closed block sub-account at demutu- 
alization and by other reductions caused by changes 
in actuarial assumptions. 


Commissions increased $8 million or 12% over 1998. 
The growth in commissions for 1999 was consistent 
with the growth in new business. General expenses 
decreased by $60 million or 28% from 1998 levels, largely 
helped by a $27 million reduction in integration costs 
on the MetLife (U.K.) business acquired in 1997 and a 
$23 million reduction in fixed sales costs in the direct 
sales and subsidiary company operations. 


Goodwill expense decreased by $29 million or 47% from 
1998. The reduction was mainly the result of a $12 million 
write-down of goodwill in 1999 as compared to a $37 
million write-down in 1998, due to economies of scale 
on the integration of the MetLife (U.K.) operations 
acquired in 1997. These write-downs were offset by a 
reduction in actuarial liabilities in each year. 
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The relatively low effective tax rate in the U.K. for 
1999 reflected tax benefits due to losses recorded on 
the Division’s pension business. The U.K. Division also 
benefited from a more favourable income tax structure 
available to its mutual life operations in the Canada Life 
branch in 1999 and previous years. As part of the 
demutualization process, the U.K. branch business was 
transferred to CLL. 


General Fund assets increased by $367 million or 6% 
over 1998. Asset growth resulted from general growth 
in new business and improved stock market perfor- 
mance. These two factors were sufficient to offset any 
reduction caused by the strengthening of the Canadian 
dollar against the British pound in 1998. 


Segregated Fund assets increased by $1.1 billion or 10% 
over 1998 largely due to strong stock markets and an 
increase in new premiums. This growth was somewhat 
restrained by the strengthening of the Canadian dollar 
against the British pound in 1999. 


ANNUITIES 

Most of the Company’s annuity business in the U.K. 
consists of group payout annuities sold to individuals 
retiring from company sponsored pension plans. The 
U.K. Division also offers Segregated Fund (unit-linked) 
pension (annuity) products, which permit policyholders 
to participate in the performance of various unit-linked 
funds. Generally, these unit-linked products do not 
offer guarantees attached to investment performance. 
General Fund annuity premium income increased by 
$84 million or 20% over 1998. The underlying business 
grew by $31 million during the year as increased pricing 
generally restrained growth in the market. The remaining 
growth was largely related to the transfer of a block of 
deposit administration business from the Segregated 
Funds to the General Fund in 1999 totalling $53 million. 


Segregated Fund premiums increased by $136 million 

or 17% over 1998 largely because consumer preference 
for equity-based products remained strong due to the 

continued growth in stock markets. 


INDIVIDUAL INSURANCE 

In the U.K., the Company offers term life insurance, 
critical illness and disability insurance. In recent years, 
the Company has concentrated on the development and 
promotion of individual and group term insurance and 
long term disability insurance as a way of accessing the 
IFA distribution system. 


PARTICIPATING 

Premium income for the participating business basically 
remained static in 1999, as compared to 1998. This 
reflects the U.K. Division’s marketing focus whereby 
these are now closed funds and no new participating 
business is expected to be sold through the U.K. 
Division in the future. 


NON-PARTICIPATING 

Individual life and health premium income decreased 

_ by $61 million or 20% from 1998. As previously mentioned, 
this was largely due to a reduction in sales of single 
premium bonds in 1999 as compared to 1998. 


GROUP LIFE AND HEALTH INSURANCE 

In the U.K., the Company markets group life products 
consisting mainly of term insurance policies and 
group health products focused primarily on disability 
income insurance policies. The Division has been 
increasing its share in the U.K. group insurance 
market in recent years. 


Premium income grew in 1999 by $22 million, or 14% 
over 1998. Both group life and health premiums grew 
reflecting new business generated over the year. 


DIVISIONAL OUTLOOK 

Management in the U.K. Division believes that there is 
continued scope to grow the business through both its 
main distribution channels of IFA’s and its direct sales 
force. The insurance market in the U.K. remains strong. 


The focus of expansion in the U.K. Division has been in 
the IFA market and this is expected to continue for both 
wealth management and protection products. Expansion 
will be achieved by increasing the number of broker 
sales consultants who service IFA’s on behalf of the 
Company, which should lead to an increased coverage 
of IFA’s, and by continued focus on marketing the 
Company’s products. Management also expects to continue 
to develop relationships with other financial institutions 
and affinity groups to expand its overall market presence. 
In the group protection market, the management team 
will continue to search for acquisitions of businesses in 
order to build its market share. 


Management will continue to improve on the quality 
of information systems that underpin the Division’s 
customer service and financial reporting areas and 
expects to reduce costs and improve on customer 
service as a result. 
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United States Division 


The US. Division has its head office in Atlanta, Georgia and operates through Canada Life’s U.S. branch and through the Division’s 
wholly owned subsidiaries, Canada Life Insurance Company of America and Canada Life Insurance Company of New York. 


The Division carries on business in all 50 states and in the District of Columbia. The Division is organized into two operational areas 
which market (i) group life insurance, disability income insurance and other group products, and (ii) individual life insurance and 
_ savings and investment products. 


As at and for the year ended December 31 _% Change 


Revenues 
Premium income: 
Participating insurance and annuities 
Non-participating: 
Annuities 
Individual life and health insurance 
Group life and health insurance 


Net investment income 
Fee income 


Expenditures 

Payments to policyholders and beneficiaries 
Decrease in actuarial liabilities 
Commissions 

General expenses 

Premium taxes 


Net income before income taxes and goodwill expense 

Income taxes 

Net income before goodwill expense 

Goodwill expense 

Net income 

Net income prior to demutualization 

Net income subsequent to demutualization attributable to: 
Participating policyholders 
Shareholders 


Total assets 


Premiums (iy 
Total assets 1,026 833 23 


For ease of comparison to the other divisions, the U.S. Division's discussion and analysis is t 


roken down by product grouping rather than 
by operational areas. 
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Net income of $60 million was consistent with 1998. 
The Crown Life acquisition added to 1999 operating 
income, but this was largely offset by a decline in 
net income on the Company’s surplus assets allocated 
to the U.S. Division in 1999. Net income on the 
remainder of the business declined slightly, as 
reduced administrative expenses were offset by a 
strengthening of actuarial liabilities resulting from 
revised assumptions and refinements in the basis 

of calculating these liabilities. 


Total revenues increased by $222 million or 13% 
over 1998. 


General Fund premium income increased by $88 
million or 8% over 1998. The Crown Life business 
contributed $125 million in added premium income 
in 1999, with the majority of the contribution coming 
from the group and individual life insurance 
businesses. However, premium income otherwise 
declined by $37 million mostly due to a reduction 
in GIC sales and sales of individual life single 
premium products which more than offset 
increased sales of payout and structured settlement 
annuities. Segregated Fund premiums decreased 
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by $38 million or 21% from 1998, primarily due to 
management’s decision to de-emphasize sales of 
certain variable annuity products. 


Net investment income increased by $127 million or 
24% over 1998, primarily as a result of investment 
income earned on the acquired Crown Life assets. 
However, the low interest rate environment which 
existed for most of 1999 and losses on equity swaps 
used to hedge the common stock portfolio combined 
to dampen the return on invested assets. 


Fee income increased by $7 million or 64% over 1998. 
This increase was attributable in large part to an increase 
in the variable annuity separate account assets. 


Total expenditures increased by $218 million or 14% 
over 1998. The majority of the increase related to the 
addition of the Crown Life business. 


Payments to policyholders increased by $254 million or 
19% over 1998. The acquired Crown Life business con- 
tributed $262 million to this increase. The decrease on 
the existing block of business was largely due to a $67 
million decline in group annuity payments, primarily as 
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a result of a lower level of scheduled GIC maturities, 
which was offset by a $59 million increase in benefit 
payments in other lines of business. 


General expenses for 1999 were basically flat, as compared 
to 1998. General expenses increased by $15 million due 
to added ongoing general expenses and integration 
costs related to the Crown Life acquisition. Other 
increases totalled $20 million and were a result of higher 
corporate overhead charges, normal ongoing expense 
increases and demutualization costs. These increases 
were offset by a $19 million (pre-tax) reduction in 
provisions for retiree benefit costs and reduced guarantee 
fund assessment charges of approximately $15 million, 
the latter being a special charge incurred in 1998 that 
did not recur in 1999. 


The decrease in actuarial liabilities exceeded the 
decrease in 1998 by $40 million. This was largely due to 
a reduction of actuarial liabilities relating to the group 
annuity block of business resulting from scheduled 
GIC maturities in 1999. Most of this was related to 
the business acquired from Crown Life. Additionally, 
actuarial liabilities were strengthened in 1999 for revised 
assumptions and refinements in the basis of calculating 
these liabilities, while in 1998, such items caused a 
reduction in actuarial liabilities. 


Total General Fund assets increased $1.7 billion or 
22% over 1998. Most of this increase was accounted 
for by the Crown Life acquisition which added $1.9 
billion in assets at the end of 1999. Additionally, 
assets increased due to continued growth in business 
in the individual annuity and individual life insurance 
lines. This was offset by a decrease in group annuity 
business due primarily to GIC maturities. As well, 
the strengthening of the Canadian dollar reduced 
the reported Canadian dollar value of assets by 
approximately $450 million. 


Segregated Fund assets increased by $193 million or 23% 
over 1998 largely as a function of strong stock market 
performance and related investment returns, which 
more than offset the dampening effect of the stronger 
Canadian dollar in 1999. 
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SAVINGS AND INVESTMENTS 

Savings and Investments offers several individual fixed 
and variable annuity products. The variable annuity 

products are supported in the U.S. by the Company’s 
Segregated Funds (Separate Accounts). In addition, the 
Division sells a limited amount of group accumulation 

annuity products and group payout annuities. 


Total annuity premium income increased by $2 million 
over 1998. Individual annuity premium income 
increased $50 million for the year, largely as a result 
of improved sales in both payout and structured settlement 
annuities. However, group annuity premium income 
decreased $48 million in 1999 as a result of a continued 
de-emphasis on the GIC product offering. 


As previously mentioned, Segregated Fund premiums 
decreased by $38 million or 21% from 1998. 


INDIVIDUAL LIFE INSURANCE 

The Individual Life Insurance operation markets partici- 
pating whole life, universal life and term life insurance 
products, in addition to critical illness insurance. 


PARTICIPATING 

Participating insurance premium income decreased by 
$39 million or 12% from 1998 primarily due toa decrease 
in sales of individual life single premium products. 


NON-PARTICIPATING 

Non-participating life and health insurance premium 
income increased by $95 million or 271% over 1998 
largely due to the acquired Crown Life business. 


GROUP INSURANCE 


The Group Insurance operation markets group life 
insurance and a variety of group health products 
including long-term disability, short-term disability, 
medical stop-loss insurance, and critical illness products. 
The target case-size for group life and health products 
is in the 50 to 2,500 life market. 


Group life and health insurance premiums increased 
by $30 million or 10% over 1998. Group life premium 
income increased $22 million for the year, virtually all of 


which was due to the Crown Life acquisition. Group 
health premium income increased $8 million for 1999, 
with $6 million of this increase coming from the 
Division’s existing blocks of business and the remainder 
from the acquired Crown Life operations. 


DIVISIONAL OUTLOOK 

The Division's strategy is to focus on businesses that 
are strongest competitively — the Group Insurance and 
Individual Insurance markets. As such, a number of 
key initiatives relating to these businesses will be 
undertaken in 2000. 


The Group Insurance operation began a significant 
expansion of its group sales force late in 1999 and 
will continue this expansion in 2000. The expansion is 
intended to increase the number of sales offices to 26 by 
2001, with a corresponding increase in sales representa- 
tives from 55 to over 100. 


WIT 


The Individual Insurance operation will continue 
to develop the core distribution network while also 
pursuing other distribution opportunities. Individual 
Insurance will also broaden its product offerings into 
growth markets with the introduction of a variable 
universal life product in mid to late 2000. There will 
also be updates to other universal life products in the 
coming year. 


The Crown Life acquisition added to the Division’s 
profitability in 1999. Management anticipates continued 
profitability in 2000 as Crown Life is fully integrated 
into the Division’s administrative systems. The Division 
will also continue to pursue additional value-added 
acquisition opportunities. 


This coming year will also mark the completion of 
replacement projects for the Division’s policy adminis- 
tration systems and the continued enhancement of U.S. 
financial systems. 
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Irish Division 


The Irish Division has its principal office in Blackrock, Dublin, and operates through Canada Life’s Irish branch and through Canada 
Life Assurance (Ireland) Limited and Setanta Asset Management Limited. 


The Irish Division is organized according to its two major distribution channels, career agents and brokers. Both channels market all 
of the Irish Division’s products. 


Until 1998, the Irish Division’s investment management functions for its General Fund business were performed primarily by the 
Company’s U.K. Division and for its Segregated Fund (unit-linked) business, by the investment subsidiaries of two Irish banks. In 
1998, the Irish Division assembled its own investment management team to manage the Irish Division’s assets directly. During 1999, 
the team commenced management of the assets of the Irish Division and, in July 1999, commenced offering investment management 
services to third parties through the newly-established subsidiary, Setanta Asset Management Limited. 


As at and for the year ended December 31 % Change 


Revenues 
Premium income: 
Participating insurance and annuities 
Non-participating: 
Annuities 
Individual life and health insurance 
Group life and health insurance 


Net investment income 
Fee income 


Expenditures 

Payments to policyholders and beneficiaries 
Increase in actuarial liabilities 
Commissions 

General expenses 

Premium taxes 


Net income before income taxes and goodwill expense 
Income taxes 
Net income before goodwill expense 
Goodwill expense 
Net income 
Net income prior to demutualization 
Net income subsequent to demutualization attributable to: 
Participating policyholders 
Shareholders 11 


28 
Total assets 1,024. 987 


Premiums 213 7A 
Total assets 1,747 1,786 (2) 


For ease of comparison to the other divisions, the Irish Division's discussion and analysis is broken down 
by distribution channels. ; 


by product grouping rather than 
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Net income decreased by $4 million or 13% from 1998. 
This decrease was largely due to expenses associated 
with the Division’s entry into Germany and growth in 
new business causing an increase in actuarial liabilities 
as a result of new business strain. 


Total revenues increased by $41 million or 9% over 1998. 


Premium income increased by $36 million, or 11% over 
1998. This reflected the continuing success of the new 
Life Unitised With Profit product, which was launched 
in late 1998 and which enjoyed particularly strong 
sales in 1999. Segregated Fund premiums increased by 
$40 million or 23% over 1998 as a result of continued 
consumer demand for equity-based products. 


Net investment income increased by $7 million or 10% 
over 1998. Investment returns were adversely affected 
by the continuing low interest rate environment in 
Ireland and the weak Irish equity market in 1999 as 
compared to 1998. The Irish ISEQ grew only 0.4% in 
1999 compared to a 23.2% increase in 1998. 


Fee income decreased by $2 million or 4% from 1998, 
mainly due to the trend toward tighter profit margins 
on Segregated Fund pension products. 
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Total expenditures increased by $45 million or 11% 
over 1998. 


Payments to policyholders and beneficiaries increased 
by $12 million or 7% over 1998 largely as a result of 
scheduled maturities of one year guaranteed bonds 
sold in 1998. 


The increase in actuarial liabilities was higher by $36 
million or 24% over 1998. As discussed above, this 
increase in actuarial liabilities was largely due to the 
increase in new individual life single premium business 
mplgoy: 


Commissions decreased by $4 million or 11% from 
1998 as a result of lower commission rates on the higher 
level of single premium individual life insurance 
products sold in 1999. General expenses increased by 
$1 million or 2% over 1998. The increase in general 
expenses relating to the expansion into Germany was 
largely offset by the strengthening of the Canadian 
dollar against the Irish pound. 


General Fund assets increased by $37 million or 4% 


over 1998. This increase was tempered by the strength- 
ening of the Canadian dollar over the Irish pound in 
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1999 as compared to 1998. The asset growth was 29% 
in Irish pounds and was attributed largely to the 
increase in new business in 1999. 


Segregated Fund assets decreased by $39 million or 
2% over 1998 in Canadian dollar terms. However, 
assets increased by 21% in Irish pounds as a result of 
an increase in business. 


PENSIONS 

The Irish Division sells individual and group annuities 
such as regular and single premium unit-linked and 
compulsory purchase payout retirement annuities. 


Premium income for annuities decreased by $13 million 
or 21% from 1998 mainly due to a drop in compulsory 
purchase annuity business as a result of the low interest 
rates being offered on these products as compared to 
the potentially higher rates of return available on 
equity-based products. 


Segregated Fund premiums increased by $40 million or 
23% from 1998 as a result of the continuing consumer 
preference for equity-based products in Ireland’s low 
interest rate environment. Segregated Funds offer returns 
tied to the equity markets which are potentially higher than 
the returns offered by General Fund annuity products. 


INDIVIDUAL INSURANCE 

The Irish Division’s principal individual products consist 
of unit-linked whole life insurance which permits 
policyholders to participate in the performance of various 
unit-linked investment funds, term life insurance, 
participating whole life insurance, participating 
endowments, including pure endowments and single 
premium fixed annuity products. It also markets 
critical illness insurance. 


PARTICIPATING 

Premium income for participating insurance was $74 
million, almost unchanged from 1999 even in light of 
the anticipated decline in demand for this product 
subsequent to demutualization. 
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NON-PARTICIPATING 

Premium income for non-participating individual life 
and health insurance increased by $46 million or 25% 
over 1998. As outlined above, this increase was largely 
due to the success of the new Life Unitised With Profit 
product introduced in 1998. 


GROUP INSURANCE 

The Irish Division sells short-term single premium 
group insurance plans providing life and health insurance 
coverage. It sells these products using both its own 
sales force and independent brokers. However, due to 
the specialized nature of these products, it is generally 
only a small number of large brokerages that distribute 
them. Group products represent a very small part of 
the Irish Division’s sales. 


DIVISIONAL OUTLOOK 

The Irish Division has significant market share in 
both the protection and wealth management markets. 
Management believes that the expansion of the Division’s 
distribution capability will result from increased penetration 
of the broker market, continued growth in the career 
agency channel, and the pursuit of potential strategic 
alliances with building societies and other financial 
institutions. Management also expects that this strategy will 
lead to increased market share while lowering unit costs. 


The Division has also significantly increased its wealth 
management capabilities through the incorporation 

of Setanta Asset Management Limited, which commenced 
operations in 1999. This new company, which has an 
experienced team of investment professionals, is now 
managing the majority of the Irish Division's assets 
directly and is also marketing its services to third 
parties. As part of its customer service initiatives, the 
Division commissioned its new pension administration 
and client management systems during 1999, thus 
placing the Irish Division as a leader in the provision 
of quality customer service in an increasingly 
demanding marketplace. The new systems will support 
the growth in the pension and life insurance business 
levels experienced in recent years, which management 
anticipates will continue into 2000. 


The Division is also well advanced in the conversion 
of its systems to the Euro currency and will be ina 
position to provide dual currency pricing on all 
customer documentation by March 31, 2000, with 
full conversion coming on stream during 2001. 


The Irish Division commenced plans to expand its 
business distribution capability into Germany. 
European Union directives on life insurance, together 


with the favourable tax rate available in Ireland for 
international financial services, provide new oppor- 
tunities for business growth in this area. The Division 
plans to leverage on its capabilities in the life and 
pensions markets, as well as its software capabilities, 
to enter this market at a low level of incremental 
capital investment. Management anticipates that the 
first policies will be sold in Germany in the second 


half of 2000. 
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International and Reinsurance Division 


In 1999, the Company created a new International and Reinsurance Division. The Division is organized into two operational 
areas: the International operation which manages the Brazilian subsidiary holdings and certain non-North American business 
acquired from Crown Life, including the Hong Kong, Macau, Bermuda and Bahamas operations; and the Reinsurance operation 
which manages Canada Life’s reinsurance business. 


In July 1999, the International operation acquired, through its wholly-owned subsidiary Canada Life of Brasil Ltda., a 70% 
equity interest in Canada Life Pactual Previdéncia é Seguros S.A. (“CLP”), a small Brazilian insurance and pension company. 
Banco Pactual S.A., a large Brazilian investment bank, owns the other 30% of CLP and will manage funds for CLP. 


The Division’s Reinsurance operation acts primarily as a direct reinsurer in the regular life insurance business and as both a 
reinsurer and retrocessionaire in the accident and health insurance business. The Division also administers financial reinsurance 
contracts. The majority of the Division’s reinsurance business is in the U.S. 


As at and for the year ended December 31 


Revenues 
Premium income: 
Participating insurance and annuities 
Non-participating: 
Individual life and health insurance 
Group life and health insurance 
Reinsurance 


Net investment income 
Fee income 


Expenditures 

Payments to policyholders and beneficiaries 
Increase in actuarial liabilities 
Commissions 

General expenses 

Premium taxes 

Interest expense 


Net income before income taxes and goodwill expense 

Income taxes 

Net income before goodwill expense 

Goodwill expense 

Net income 

Net income prior to demutualization 

Net income subsequent to demutualization attributable to: 
Participating policyholders 
Shareholders 


Total assets 


Premiums 
Total assets 


[his Division is new for 1999 and consequently there are no comparative numbers. 
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| and Segregated Fund Premiums 


Participating insurance 
and annuities 
_ Non-participating 
@ Individual life and | 
health insurance 
Reinsurance 


“@ Group life and 
health insurance | 


Net income of $16 million for the International and 
Reinsurance Division for 1999 primarily represents 
income generated by the acquired Crown Life operations 
and was largely due to favourable mortality and morbidity 
experience in the individual and group life and health 
insurance lines. 


INTERNATIONAL OPERATIONS 

The International operation administers life, health and 
pension insurance portfolios in Hong Kong, Macau, the 
Bahamas, Bermuda, Puerto Rico, and several other non- 
North American countries. In Bermuda and the Bahamas, 
a range of insurance products are marketed. Group 
products are also offered in Puerto Rico and the U.S. 
Virgin Islands. Social security and pension related products 
are also being developed in Brazil. Management has also 
been exploring the possibility of establishing operations 
in India and the People’s Republic of China. 


In 1999, the new International operation contributed $118 
million in premium income and $578 million in assets. 


‘General and Segregated Fund Assets 
($ millions) 
1,000 


_ 800 


600 


Segregated 
400 bm Funds 


General 
Fund 


_ 200 


REINSURANCE OPERATIONS 

The Reinsurance operation was new for 1999 as a result 
of the acquisition of Crown Life’s operations. This 
operation markets life, accident and health, and financial 
reinsurance. Life reinsurance is comprised of individual 
life reinsurance assumed and retroceded primarily from 
companies in the U.S. Accident and health reinsurance, 
mainly in the U.S., includes catastrophe, personal 
accident, workers’ compensation and life and disability 
in excess of loss reinsurance. The financial reinsurance 
operation primarily provides reinsurance to other 


insurance companies in the U.S. 


Life reinsurance posted strong premium income of $108 
million for the year due to new business. Twenty-five 
new contracts were entered into in 1999. Premium income 
for accident and health reinsurance was $94 million for 1999 
but this is expected to decline in 2000 due to the Division’s 
decision to exit the U.S. medical insurance market. 


DIVISIONAL OUTLOOK 


The Division’s International operation will move forward 


on a number of fronts in 2000. Management expects to 
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complete the integration of the businesses acquired from 
Crown Life, including completing the licensing of those 
acquired operations in Canada Life’s name. 


CLP is well positioned to expand into the rapidly growing 
local pension market. Work will commence in 2000 to 
leverage the CLP distribution to corporate clients and to 
develop further group pension and insurance product 
lines for those customers. Independent distribution 
opportunities will also be developed in 2000 to establish 
a strong base on which the Division can grow. 


In India, the Company has signed a memorandum of 
understanding with 20th Century Finance Corporation, 
and Centurion Bank, to form a joint venture in the 
insurance sector. Management believes that the Indian 
market will offer long-term opportunities as it opens its 
insurance market to foreign insurers. Legislation was 
recently passed to allow privatization of the insurance 
sector and management is hopeful of the joint venture 
receiving a license at the earliest possible date, though 
this may not occur until 2001. 
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Management has also been exploring the possibility of 
establishing operations in the People’s Republic of China. 
The Company has established a representative office, 
which is one of the prerequisites to applying for a license 
to sell insurance products in that country. The representa- 
tive office is currently exploring and researching the market 
in China. The Company is not yet eligible and therefore 
has not yet applied for a license to sell insurance products 
in the People’s Republic of China and there can be no 
assurance such a license would be obtained if an 


application was made. 


Management’s outlook for the reinsurance business 
reflects strong but steady growth in the life reinsur- 
ance market, a continued moratorium on U.S. medical 
insurance business in the Division’s accident and 
health unit, an improvement in morbidity in future 


years and continued stability in financial reinsurance. 


Financial Position 


GENERAL FUND INVESTED ASSETS 

The Company’s investment operations are comprised of 
investment management groups in Toronto, London, 
Dublin and various investment subsidiaries. The Toronto 
investment group is responsible for setting investment 
policy for the Company’s worldwide operations and 
managing the Company’s North American assets as well 
as the Company’s surplus assets worldwide. The investment 
management groups in London and Dublin manage the 
U.K. and Irish assets, respectively. 


The Company’s principal Canadian investment 
subsidiaries are Canada Life Mortgage Services Ltd. 
(“CLMS”) and Adason Properties Limited (“Adason”). 
Both CLMS and Adason are wholly-owned subsidiaries 
of Canada Life. CLMS, the Company’s Canadian mortgage 
correspondent company, specializes in originating and 
servicing mortgage investment loans for institutional 
clients. Adason acts as the advisor and property manager 
for the Company’s North American real estate portfolio. 
In addition, the Company owns 35% of Laketon 
Investment Management Ltd. (“Laketon”), which 
manages investment assets on behalf of the Company 
and third parties. In March 1999, INDAGO Capital 
Management Inc., in which the Company held a 50% equi- 
ty interest, merged with Laketon under the Laketon name. 


The investment operations are responsible for investment 
portfolio management and administration of the 
Company’s invested assets. Considerable effort is directed 
towards total portfolio management results. These results 
are monitored through key performance measures of 
return on invested assets and are compared against 
benchmarks established for the operating funds and the 
investments supporting the equity of the Company. 


The Company’s current investment strategy is focused on 
investing the majority of its General Fund assets in fixed 
income securities, primarily investment grade bonds and 
commercial mortgages. 


Over the past few years, the Company had increased 
the proportion of fixed income securities and reduced 
its dependence on stocks and real estate. This strategy 
also involved purchasing senior government securities 
rather than corporate bonds as interest rate spreads 
were considered narrow. 


As interest rate spreads widened more recently, the 
Company initiated a program in 1999 to enhance yields 
on its investments by approximately 12 basis points. This 
program involved selling a portion of senior government 
bonds and lower yielding securities, and replacing them 
with higher yielding public and private bonds and 
conventional mortgages. Under this program, the 
Company purchased $2.1 billion of investments, most 
of which were bonds, with a weighted average rating of 
A which reduced the average bond portfolio quality rating 
from AA to AA- and resulted in a minimal decrease in 
the liquidity of the fixed income portfolio. 


A high yield bond program, implemented in 1997, has 
shown positive results to date and has achieved the projected 
enhanced yields from this investment type. The amount 
invested in this program at December 31, 1999 totalled $266 
million, a substantial increase from $152 million at the end 
of 1998. Management will consider the benefit of continuing 
this program in 2000. 


The mix of General Fund invested assets based on carrying 


values by type of investment was as follows: 
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INVESTED ASSETS 
$ 
Bonds: 
Government — Canada 2,646 
Government — Foreign* 4,040 
Corporate and other 9,714 
Mortgages: 
Insured** 769 
Non-insured 6,348 
Common and preferred stocks 1,868 
Real estate 974 
Policy loans 942 
Cash and cash equivalents 914 
Short-term investments 119 
Other investments 673 
Total invested assets - carrying value 29,007 
- fair value 30,247 


* 


The fair value of invested assets exceeded their carrying 
value by $1,240 million, as compared with an excess of 


fair value over carrying value of $3,003 million in 1998. 


This decrease primarily reflected the rising interest 
rates that resulted in lower bond values in 1999. As 
described in note 7(a) to the Consolidated Financial 
Statements, changes in the fair value of assets supporting 
the actuarial and other liabilities of the Company’s oper- 
ating funds, generally will not result in a corresponding 
change in shareholders’ equity, due to the Company’s 
asset/liability management practices. However, the excess 
of fair value over carrying value and net deferred realized 
gains on assets supporting shareholders’ equity will result 
in a corresponding change in shareholders’ equity. Such 
excess amounts in shareholders’ equity totalled $390 
million in 1999 compared to $534 million in 1998. 


The aggregate amount of impaired assets declined to $94 
million at the end of 1999, as compared to $115 million in 1998. 
The decrease reflected continued improvements in the North 


American commercial mortgage and real estate markets. 
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% $ % 
9 2,955 2 
14 3,343 13 
34 7,352 29 
3 806 3 
22 5,545 D 
6 1,833 7 
3 993 4 
3 489 2 
3 1,049 5 
1 222 1 
2 565 p 
100 25,152 100 
28,155 


I 
Senior ULS., U.K. and Irish government bonds. 
** Insured mortgages are those guaranteed by governments or third parties. 


BONDS 

The percentage of bonds to total General Fund invested 
assets increased slightly from 54% in 1998 to 57% in 1999. 
The increase was due to the bonds acquired from Crown 
Life, which totalled $2,176 million at the end of the year, 
and growth in the various jurisdictions of $1,249 million. 
These increases were offset by a decrease of $675 million 
due to the strengthening of the Canadian dollar against 
the U.S. dollar, the British pound and the Irish pound. 


The Company’s policy is to maintain a bond portfolio having 
a minimum weighted average rating of A, as rated by 
independent rating agencies, where available, or by the 
Company on a basis that the Company believes is compara- 
ble to that used by independent rating agencies. In addition, 
the Company’s investment policy limits the permitted 
proportion of high yield debt investments in each juris- 
diction to 5% of the carrying value of that jurisdiction’s 
bonds and mortgages. 


In spite of the previously discussed yield enhancement 
initiative, the Company’s continuing focus on prudent 
investment policies resulted in a high quality bond 
portfolio with an overall weighted average rating of 
AA- for 1999, compared to AA in 1998. Bonds issued or 
guaranteed by central governments in countries where the 
Company operates represented 40% of the total bond 
portfolio for 1999 and 47% for 1998. 


BOND PORTFOLIO QUALITY 


BBB 16% BB and below 3% 


A21% 


33 


AAA 48% 


AA 12% 


M89 


BBB 14% BB and below 2% 


A1T% 


Mey, 


As at December 31, 1999, approximately $24 million of 
bonds ($25 million in 1998) were classified by the 
Company as impaired. The Company has established and 
enforces industry and issuer diversification policies and 
seeks to minimize credit risk exposure to individual 
issuers. These investment policies, combined with conservative 
underwriting and lending practices, contributed to the high 
credit quality of the Company’s bond portfolio. 


MORTGAGES 

Mortgages increased by $766 million in 1999, much of the 
increase was from the acquisition of Crown Life mortgages, 
which amounted to $732 million at the end of the year, and 
general growth in the four countries of $240 million. These 
increases were offset by a reduction of $206 million due to 
the strengthening of the Canadian dollar against foreign 
currencies during the year. 


As at December 31, 1999, the Company had approximately 
$7.1 billion ($6.4 billion in 1998) invested in its 
mortgage portfolio, of which 36% were mortgages on 
apartments and 34% were mortgages on retail premises. 
The Company invests almost entirely in first mortgages. 
Generally, the Company does not participate in 
speculative development lending or single family residen- 
tial mortgages and has not invested significantly in 
participating mortgages. The mortgage portfolio included 
$769 million ($806 million in 1998) of government 
insured mortgages in the Canadian portfolio. While the 
Company generally requires a maximum loan to value 
ratio of 75% on non-insured mortgages, it may invest in 
mortgages with a higher loan to value ratio if the mortgage 
is insured. The Company does not generally take an 
equity position on any property on which it has a mortgage. 


The Company’s mortgage portfolio is diversified by 
location and property type. The following table details the 
composition of the Company’s mortgage portfolio, by 


jurisdiction and property type. 
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MORTGAGES BY JURISDICTION AND PROPERTY TYPE 1999 1998 


$ % $ % 
CANADA 

Apartments 1,450 38 1,468 44 
Office 324 9 248 7 
Retail 1,346 36 1,083 32 
Industrial 552 15 442 13 
Other 92 2 120 4 
3,764 100 3,361 100 


UNITED STATES 


Apartments 1,064 38 992 40 
Mae 410 15 362 15 
Retail 813 29 653 26 
Industrial 453 16 401 16 
Other 61 2 85 3 

2,801 100 2,493 100 


UNITED KINGDOM 


Apartments 1 - 1 - 
Office 121 27 161 33 
Retail 243 53 229 46 
Industrial 48 10 55 11 
Other 48 10 49 10 
i | ee 
REPUBLIC OF IRELAND 
Office 1 100 2 100 
1 100 2 100 
INTERNATIONAL AND REINSURANCE* 
Apartments 17 19 - - 
Office 16 18 = = 
Retail 43 48 = = 
Industrial 8 9 = = 
Other 6 6 = = 
90 100 : = 
TOTAL 
Apartments 2,532 36 2,461 39 
Office 872 12 773 12 
Retail 2,445 34 1,965 31 
Industrial 1,061 ilk) 898 14 
Other 207 3 254 4 
vAiy/ 100 6,351 100 
* The International and Reinsurance Division holds all its mortgages in the U.S. 


In Canada, CLMS originates and services investments in credit quality. A weighted average minimum rating, 


mortgages which are underwritten by the Company. In excluding government-insured mortgages, of BBB-, has 


the U.S., the Company’s mortgage portfolio is originated been set for the mortgage portfolio, on a basis the 


through a correspondent network and is underwritten 
by the Company. It is the Company’s policy that most 
North American mortgage investments are evaluated 
and rated by senior investment staff annually and written 
summary reports are prepared for review by the 
Company’s management. The Company both originates 
and underwrites its mortgages in the U.K. 


The Company actively manages the asset quality of its 
mortgage portfolio. Mortgages are rated using a formal 
internal rating system during the initial approval 
process, upon renewal or when identified by mortgage 
personnel as requiring re-rating. The Company has 


established overall minimums for mortgage portfolio 
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Company believes is comparable to definitions used by 
an independent rating agency. At the end of 1999, the 
Company held a high quality mortgage portfolio with a 
weighted average rating, excluding government-insured 
mortgages, of A. 


The majority of the Company’s mortgage portfolio is 
located in Canada and the U.S. The following graphs 
illustrate the Company’s experience with mortgage 
arrears, foreclosures and restructurings, based on a 
percentage of the carrying value of the mortgage 


portfolio compared to industry results in Canada 
and the U.S. 


MORTGAGE ARREARS, FORECLOSURES AND RESTRUCTURING EXPERIENCE RESULTS 


Canada 


10% 


es Canadian 
Industry 
Results** 


“gj Canada Life- 
Canadian 
Mortgages 


"Ny, 19g. "Og. 199, "Og 996, 


* September 1999 Industry Survey Results 
** Source: Canadian Life and Health Insurance Association Incorporated 


As at December 31, 1999, approximately $42 million ($50 
million in 1998) of mortgage investments were classified 


by the Company as impaired. 


Commercial real estate in North America showed 
strength in 1998 and this trend continued into 1999. The 
overall arrears, foreclosures and restructuring experience 
for the Company’s mortgage portfolio improved further 
in 1999 and was more favourable than industry 
averages in both Canada and the U.S. as detailed 

in the above graphs. 


COMMON AND PREFERRED STOCKS 

Common and preferred stocks increased to $1,868 million in 
1999, compared with $1,833 million in 1998. The slight 
increase in carrying value was due to the amortization 
of unrealized gains (as described in note 3(b)(ii) to the 
Consolidated Financial Statements) of $111 million. This 
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“ September 1999 Industry Survey Results 
** Source: American Council of Life Insurance 


increase was offset by a decrease of $137 million due to the 
strengthening of the Canadian dollar against foreign 
currencies. As at December 31, 1999, common stocks rep- 
resented approximately 95% of the total common and 
preferred stock portfolio. Approximately 99% of the 
common and preferred stock portfolio was comprised of 


stocks which were quoted on recognized stock exchanges. 


The fair value of common and preferred stocks grew to 
$2,510 million by year-end, which resulted in an excess 


of fair value over carrying value of $642 million. 


The stock portfolio is diversified by industry classification 
and issuer. At December 31, 1999, the largest issuer 
represented 2% (unchanged from 1998) of the common 
and preferred stock portfolio based on the carrying 


value of those securities. 
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COMMON AND PREFERRED STOCKS BY JURISDICTION 


Republic of Ireland 20% 


Canada 


United States 13% 


United Kingdom 43% 


M89 


Republic of Ireland 16% 


Canada 
26% 


= 


United States 21% 


United Kingdom 37% 


Vay, 


The shift in jurisdictional asset mix in 1999 reflected the 
Company’s continuing strategy of monitoring its asset 
mix in each operating jurisdiction and to enhance yields 


based on market-related forecasts. 


REAL ESTATE 

Investments in real estate of $974 million represented 
a $19 million or 2% decrease from 1998, which was 
consistent with the Company’s focus on reducing its real 
estate exposure. An increase due to the acquisition of the 
Regina Western Headquarters property from Crown 
Life was offset by a decrease due to the strengthening of 
the Canadian dollar and sales of real estate holdings. 


Excluding Company-owned head offices, almost all real 


estate assets were income-producing. 


REAL ESTATE BY JURISDICTION AND PROPERTY TYPE 


1999 1998 
% $ % 
CANADA 
Retail 253 50 241 48 
Offices 2 42 8 
Company head office 169 34 137 28 
Industrial 2 We} 3 
Other 12 65 13 
504 100 498 100 
UNITED STATES 
Retail - 1 2 
Offices 40 100 46 98 
100 47 100 
UNITED KINGDOM << ss 
Retail 21 96 24 
Offices 160 40 174 42 
Company head office 11 45 ih 
Industrial 24 82 20 
Other 4 13 3 
394 100 
REPUBLIC OF IRELAND a oe 
Retail 59 
100 
INTERNATIONAL AND REINSURANCE? 8 100 
Offices 


2 100 = - 
TOTAL 
Retail 357 37 359 
Offices 226 23 279 & 
Company head office 211 22 182 18 
Industrial 106 11 95 
Other 7 78 e 
eee BB 
974 100 993 100 


* The International and Reinsurance Division holds all its real estate in Brazil. 
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At December 31, 1998, Canada Life owned 15.8% or $31 
million of the units of the Avista REIT. Canada Life’s 
subsidiary Adason provided advisory and property 
management services to the Avista REIT. With the 
intent of reducing the Company’s real estate exposure, 
Canada Life sold its interest in the Avista REIT to 
Summit Real Estate Investment Trust (“Summit”) in 
exchange for $19.1 million in cash and 926,073 units 
of Summit on November 5, 1999. Canada Life’s owner- 
ship interest in Summit was 3.5% at the date of this 
transaction. Summit terminated Adason’s advisory 
and property management agreements in the fourth 
quarter of 1999. 


OUTLOOK FOR THE GENERAL FUND 

Looking forward to 2000, the Company’s management 
will continue to focus on optimizing investment returns. 
The yield enhancement program put in place late in 
1999 will continue in 2000 and should positively impact 
investment returns. In order to further enhance investment 
performance, the Company will continue to focus 
on finding new sources and types of investments, 
asset/liability management, asset mix shifts, derivative 
instruments, bond portfolio management, fee generation 
opportunities and advancing the capabilities of its 


technological systems. 


Securities lending has been a means of enhancing 
investment income in Canada for a number of years 
and was successfully implemented in the Company’s 
U.S. subsidiaries in 1998. Plans for 2000 include an 
expansion of this initiative to the U.S. branch operations 


of the Company. 


Management believes that the Company’s expertise in 
mortgage underwriting and private placement bonds 
will continue to provide the Company with higher 
returns that ac: ieve target spreads established with the 
operating divisions. The strategy for the management 
of the surplus fund is to generate a growing contribu- 


tion to corporate earnings. 


SEGREGATED FUND ASSETS 

The Company earns fee income from managing certain 
funds, which are maintained as Segregated Funds separate 
from its General Fund. This business includes Canadian 
segregated annuity funds, unit-linked life insurance and 
annuity business in the U.K. and Ireland and variable 
annuity separate account business in the U.S. The 
premiums paid into and the net assets of a Segregated 
Fund are for the benefit of the policyholders investing in 
that particular fund. The net assets are carried at fair 
value in the Consolidated Financial Statements. The 
asset mix within each Segregated Fund is basically 
determined by the investment objectives of that particular 
fund. The Segregated Fund investment returns are 
targeted to exceed median portfolio returns of similar 


competitor funds. 


The Company does not guarantee the investment 
performance of the Segregated Funds. However, in 
Canada, for its individual Segregated Fund products it 
provides various return of premium guarantees upon 
death of the purchaser. In addition, the return of a portion 
of premiums paid may be guaranteed at the maturity 
date of the policy. In the U.S., the Company offers return 


of premium guarantees upon the purchaser’s death. 


Segregated Fund assets grew by 17% or $3,203 million 
in 1999 and, as at December 31, 1999 represented 40% 
of the Company’s total assets under administration 
compared to 39% of assets under administration at 
December 31, 1998. The increase in Segregated Fund 
assets was due to significant growth in business in 
Canada, the U.K. and Ireland as well as strong stock 
market performance in Canada, the U.K. and the U.S. 
Additionally, the Crown Life acquisition added $767 
million to Segregated Fund assets at January 1, 1999. 
These increases were offset by the strengthening of the 
Canadian dollar against foreign currencies during the 
year. The breakdown of Segregated Fund assets by 
category is shown in the Consolidated Statement of 


Changes in Segregated Funds. 
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ACTUARIAL LIABILITIES 

Actuarial liabilities represent the amounts required, 
together with future premiums and estimated investment 
income, to provide for the estimated future benefits, 
dividends, commissions and policy maintenance 
expenses on policies in force. These liabilities are 
determined using generally accepted actuarial practice, 
according to standards established by the Canadian 
Institute of Actuaries (“CIA”). Their calculation involves 
the estimation of the occurrence of events, which may or 
may not happen until many years in the future. The 
determination of actuarial liabilities includes assump- 
tions, which are described in note 4 to the Consolidated 


Financial Statements. 


The actuarial liabilities constitute those financial state- 
ment amounts potentially subject to the highest level of 
measurement uncertainty as their determination is complex, 
reflecting the diversity of the underlying products and 
product features as well as a variety of best estimate 


assumptions. Because of the risk of mis-estimation in 


estimate assumptions are adjusted to include margins 
for adverse deviation, which provide for unfavourable 
deviations from expected experience. Due to the long- 
term nature of actuarial liabilities and the incorporation 
of margins for adverse deviation, a fluctuation in experi- 
ence compared to any one assumption in the near term 
would not normally be expected to have a significant 


effect on the financial results of the Company. 


As noted above, the assumptions used in the calculations 
are based on best estimates. The Company’s position 
within the range for the margins for adverse deviation 
depends on the risk profile of the particular line of business. 
The majority of the Company’s business is low risk so 
that margins at the low end of the range, as prescribed 
by the CIA guidelines, would often be justifiable. 
However, the Company frequently follows a more 
prudent practice of establishing margins generally close 
to the middle of the permissible range. 


The composition of actuarial liabilities is shown 


determining the amounts for these liabilities, the best below: 
ACTUARIAL LIABILITIES 1999 1998 
% $ % 
General Fund 
Participating insurance and annuities 4,795 20 SIOZ 20 
Non-participating: 
Annuities 14,108 60 ils stay 68 
Life and health insurance: 
Individual 3,055 13 904 5 
Group 1,703 7 1,334 7 
General insurance - 57, - 
23,721 100 19,614 100 
Segregated Fund 
Life 6,090 28 sa ey) 29 
Annuities 15,785 1p LS 65 v4. 
21,875 100 18,672 100 
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Actuarial liabilities for total General Fund participating and 
non-participating annuities were $14,496 million for 1999 
and $13,470 million for 1998 and represented 61% and 69% 
of the Company’s total General Fund actuarial liabilities for 
1999 and 1998, respectively. The proportionate decrease 
in annuity liabilities from 69% in 1998 was mainly due to 
the acquisition of Crown Life’s operations on January 1, 
1999. Crown Life added a higher percentage of life and 
health insurance business and a lower percentage of 


annuities as compared to the Company’s existing 


Operations. Other factors such as surrenders of fixed 
interest annuity products and a proportionate increase 
in life insurance sales have also contributed to the 


proportionate decrease in annuity liabilities. 


A continuity of changes in General Fund actuarial 
liabilities and a summary of the General Fund actuarial 
liabilities by division and by major line of business 
are included in notes 8(a) and 8(b), respectively, to 
the Consolidated Financial Statements. 


CAPITAL MANAGEMENT 
CAPITAL 1999 1998 
$ $ 
Subordinated debentures 550 550 
Total equity:* 
Policyholders’ equity - 2,694 
Participating policyholders’ surplus 47 - 
Share capital 317 - 
Retained earnings 2,513 - 
Total capital 3,427 3,244 
Non-equity capital to capital ratio 16.0% 17.0% 


*Changes to policyholders’ equity from 1998 to 1999 are shown on the Consolidated Statement of Equity. 


CAPITAL 

Capital strength is important for the protection of share- 
holders, policyholders and creditors. Capital strength 
also ensures that the Company maintains its strong 
credit ratings and allows it to take advantage of profitable 
opportunities. The Company maintains a balance 
between the mix and level of capital to meet differing 
objectives. Sufficient capital is required to meet the 
requirements of regulators and the expectations of 
policyholders. However, capital levels that are too 
high may lead to poor returns on shareholders’ equity. 


The sources of capital are shown above. 


Most of the Company’s existing capital has been generated 
from retained earnings. However, a portion of capital 
consists of subordinated debt. The ratio of such debt to 


capital was 16.0% at the end of 1999, approximately the 
level the Company is targetting. Management antic- 
ipates that, at some point in the future, the Board of 
Directors will consider issuing preferred shares or 
similar instruments such that the total preferred shares 
and subordinated debt outstanding does not exceed 
25% of total capital. 


CAPITAL ADEQUACY 

As described in note 16 to the Consolidated Financial 
Statements, minimum levels of regulatory, or available 
capital must be maintained by life insurance companies 
to ensure future solvency. These minimum levels are 
calculated based on a formula for the MCCSR as pre- 
scribed by the Office of the Superintendent of Financial 
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Institutions Canada (“OSFI”). This formula prescribes 
those adjustments to be made to the Company’s capital 
to derive available capital. For example, goodwill is 
excluded from available capital but the Company’s $550 
million of subordinated debentures and any non-voting 
shares it might issue are included. The MCCSR formula 
also prescribes the amounts of required capital to be 
maintained. Required capital amounts are determined 
based on the risk characteristics of the underlying assets 
and liabilities held by the Company. The ratio of available 
capital to required capital is the MCCSR ratio. 


The Company’s policy is to maintain an MCCSR ratio of 
175%, or more, which is well in excess of the minimum 
required levels. At the end of 1999, the ratio was 190%. 
The 1998 ratio was 212%. Available capital and required 
capital at December 31, 1999 were approximately $3,388 
million and $1,779 million, respectively, and at 
December 31, 1998 were $3,201 million and $1,513 
million, respectively. 


The change in the MCCSR ratio from 1998 to 1999 is as follows: 


MCCSR % 
MCCSR ratio, beginning of year as originally reported ete 
Net decrease due to changes in OSFI’s calculation methods in 1999 (2) 
Decrease due to the purchase of Crown Life on January 1, 1999 (32) 
MCCSR ratio, beginning of year on a 1999 basis, adjusted for the Crown Life acquisition 178 
Increase due to 1999 operations 12 
Estimated MCCSR ratio, end of year 190 


The Company must also meet the regulatory minimum 
capital and solvency requirements of each foreign juris- 
diction in which it operates; and, as indicated in note 16 
to the Consolidated Financial Statements, the Company 
exceeds these requirements in all of these jurisdictions. 
The Company maintains sufficient assets in each 


jurisdiction to meet both its policyholder obligations 


and local minimum surplus and solvency requirements. 
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The Company’s ability to meet its cash requirements 
and pay dividends on its common shares will depend 
upon the receipt of dividends and other payments from 
Canada Life. Canada Life’s insurance subsidiaries and 
branches are required to maintain solvency and capital 
standards in the jurisdictions in which they operate. 
These regulatory standards may effectively restrict the 
amount of the dividends, distributions or other payments 
that may be made by subsidiaries and branches to 
Canada Life and to the Company. 


Financial Risk Management Practices 


The Company is subject to various financial and other 
risks including investment risks and insurance risks. A 
risk management framework has been established by the 
Company to measure, monitor and control these risks. 
The risk management framework generally includes 
the establishment of appropriate limits, proper internal 
controls, and regular reporting on risks to the Board of 
Directors as well as periodic reviews by internal and 
external auditors and regulators. This framework is 
designed to provide a high degree of assurance that no 
single event, or combination of events, will materially 
affect the well being of the Company. The approach 
taken to manage and control each type of risk is 
described in the following discussion. The nature of the 
risks managed, along with a measure of the Company’s 
maximum potential exposure to these risks, is described 


in note 5 to the Consolidated Financial Statements. 


INVESTMENT RISKS 

The Company’s investment objectives are to maximize 

investment returns within appropriate risk parameters. 

Investment policies have been established by the 

Company which balance these objectives and which 

address those factors its regulators would expect the 

Company to consider in formulating prudent investment 

practices. These policies, among other things: 

* set strict guidelines for asset/liability matching by fund 
and the degree of mismatch that will be permitted; 

e define asset mix parameters for the investment portfolio; 

¢ specify how investment authorities can be delegated 
within the Company and who can execute the 
investment policies; 

¢ set lending standards to ensure strong credit quality 
for the mortgage portfolio; 

* set limits on the amount of foreign currency exposure 
the Company is willing to accept; 

* establish tight control on the use of derivative financial 
instruments and on securities lending activity; and 

* specify approved value-added activities to generate 
added investment returns and special conditions, 


procedures or limitations relating to those activities. 


The investment policies are recommended by the 
Investment Division to the Company’s Finance 
Committee (chaired by the Chief Executive Officer and 
comprised of senior financial and investment management 
personnel) and are submitted at least annually to the 
Board of Directors for approval. In addition, manage- 
ment advises the Board quarterly, in writing, of the 


Company’s adherence to investment policies. 


The primary investment risks that the Company is 
subject to include interest rate, credit, foreign currency, 
liquidity, and market risk. The Company’s management 
of these risks and its use of derivative financial instruments 
are described below. 


INTEREST RATE RISK 

Interest rate risk is the risk of loss due to changing interest 
rates if the future cash flows from the assets supporting 
the liabilities do not match the timing and amount of the 
expected policy obligation payments. Many of the 
Company’s liabilities involve either contractual or other- 
wise predictable payments to policyholders. These cash 
outflows are matched with equally predictable asset cash 
inflows whenever possible. In order to manage interest 
rate risk, the Company maintains separate funds of 
assets to support associated liabilities by line of business 
and by country. Each fund has an appropriate matching 
policy, which requires the level of mismatch to be kept 
within prescribed limits. Conscious mismatching of these 
sets of predictable cash flows can add value to the 
Company if interest rate changes are correctly anticipated. 
However, mismatching can have the opposite effect if the 
anticipated changes turn out to be incorrect. Therefore, 
mismatching is only permitted within limits prescribed 
by the Board of Directors of the Company. This matching 
policy is a critical element of the Company’s investment 
policy. The matching of the assets to the liabilities is 
monitored regularly by a separate group within the 
Company dedicated to this purpose. The interest rate 
risk is managed through a number of means including 


the purchase and sale of conventional bonds, interest rate 
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futures, managing cash positions and short selling of 
treasury bills. 


Proper matching of assets and liabilities is particularly 
critical for the Company’s funds supporting its annuity 
and pension products, which constitute approximately 
61% of the Company’s General Fund actuarial liabilities. 
The timing and amount of the benefit obligations for 
many of these types of products can be readily determined 
as the Company has an obligation to pay fixed amounts 
for pre-arranged terms. The Company matches 
the duration of the assets and liabilities of the 
funds supporting these types of products within 
limits prescribed by the Board of Directors. The Company 
measures interest rate risk for its annuity and pension 
products through the use of duration mismatch and 
interest rate sensitivity analysis, as described in note 5(b) 
to the Consolidated Financial Statements. 


For its life insurance business, the Company guarantees 
cash surrender values on most of its life insurance prod- 
ucts. The Company would be exposed to losses if 
policyholders surrendered their policies during a period 
when interest rates were rising significantly, since the 
value of fixed term investments decrease when interest 
rates increase. OSFI requires the Company to calculate 
its MCCSR ratio such that specified amounts of capital 
are held to cover this risk. 


The Company has provided interest rate guarantees on 
certain annuity and insurance contracts and, as such, 
is exposed to losses if interest rates fall below certain 
levels. The Company has prudently provided for these 
guarantees in its actuarial liabilities, and through 
derivative contracts that hedge its exposure to minimize 


the impact of future interest rate decreases. 


CREDIT RISK 

Credit loss may occur when a debtor fails to honour its 
obligations to the Company. The Company has estab- 
lished investment policies, the objective of which is to 
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maintain a well-diversified portfolio of relatively high 
overall quality. This is accomplished by setting 
standards relating to the quality of assets and limits on 
the concentration of credit risk by type of borrower and 


by geographic location. 


Minimum limits have been set for bond and mortgage 
portfolio qualities. Weighted average rating minimums 
of A and BBB- as defined by Standard & Poor’s have 
been set for the bond and mortgage portfolios, 
respectively. The combined credit quality of all credit 
instruments, including the credit equivalent exposure 
to derivatives, is required to be at least A-. In addition, 
the Company’s investment policy limits the permitted 
proportion of high yield/lower rated bonds in each 
jurisdiction to 5% of the carrying value of that 


jurisdiction’s bonds and mortgages. 


The Company’s investment policy relating to concentration 
of credit risk is to generally have the same level of 
country credit exposure, relative to combined liabilities 
and surplus, in each of the jurisdictions in which the 
Company operates. Various limits have also been estab- 
lished on percentages of mortgages, bonds and other 
loans that can be held by property type or by industry 
group. In addition, it is the Company’s policy that 
non-government insured mortgages will not exceed 
50% of all lending and that loans of whatever type 
secured by real estate will not exceed 60% of all loans 
made by the Company. Finally, the Company has an 
overall corporate concentration limit on its combined 
lending and equity positions in any one group of closely 
related corporate entities to 25% of the Company’s equity. 


FOREIGN CURRENCY RISK 

Foreign currency risk is the exposure to the potential for 
losses resulting from adverse movements in foreign 
exchange rates in relation to the Canadian dollar. It arises 
from currency mismatches between assets and liabilities 
and the cash flows therefrom. As a multinational company 


that reports its results in Canadian dollars, the 


Company has an ongoing exposure to changes in foreign 
exchange rates. The Company manages the exposure of 
its operating funds to this risk by closely matching its 
operating fund assets and liabilities by currency in each 
country of operation. 


The Company also holds assets supporting its equity in 
the currencies of each jurisdiction in which it operates. 
There are virtually no foreign currency liabilities matching 
these assets; therefore, this represents an exposure to 
movements in foreign exchange rates. The amount of 
assets supporting equity that is denominated in each of 
these foreign currencies is monitored closely by senior 
management. The Company also manages this exposure 
by periodically hedging these foreign denominated assets 
through the use of forward foreign exchange contracts 
as described under the Derivative Financial Instrument 


Management section. 


LIQUIDITY RISK 

Liquidity risk refers to the ability of the Company to 

meet its obligations to policyholders and creditors as 

they fall due. Additionally, some liquidity is always 
necessary for the Company to ensure flexible operations 
and to pursue new investments or business opportunities. 

There are two types of liquidity, which may be required 

under various circumstances: 

* operating liquidity is that which is required to meet 
day-to-day cash outflow obligations such as the 
payment of dividends, claims and expenses; and 

¢ strategic liquidity is that which is required to meet 
long-term obligations or to withstand unanticipated 
cash demands under adverse conditions such as 


substantial surrenders or major investment defaults. 


The Company manages liquidity risk by closely 
matching the amount, currency and duration of its 
asset and associated liability cash flows within preset 
limits. The level of this mismatch is monitored and 
includes the effect of all outstanding derivative 


financial instrument positions. 


The Company’s policy is to maintain immediate 
liquidity at not less than 10% of total invested assets and 
marketable asset liquidity at not less than 20% in each 
country of operation. In fact, liquidity currently exceeds 
the amounts required by either measure. Immediate 
liquidity is comprised of cash, bank deposits, approved 
short-term paper, committed bank lines and marketable 
central government securities of each jurisdiction in 
which the Company operates. Marketable asset liquidity 
is comprised of the above items as well as marketable 
securities of lower levels and agencies of each of these 
jurisdictions’ governments, marketable public corporate 
bonds and government insured mortgages in Canada 
and the U.S. 


MARKET RISK 

Market risk is the risk that the value of an investment 
will decrease as a result of adverse changes in market 
prices caused by factors specific to the individual invest- 
ment or its issuer, or factors affecting all securities traded 


in the market. 


Market risk is most prevalent for the Company’s 
investments in stocks and real estate. Investments in 
stocks and real estate entail greater volatility in returns 
over time than other investments. Because of this 
volatility, the Company’s exposure to these investments 
is contained through established limits relative to the 
amount of supporting liabilities and equity. Stock 
holdings are also diversified by industry type and by 


corporate group. 


DERIVATIVE FINANCIAL INSTRUMENT MANAGEMENT 

Derivative financial instruments are financial contracts 
that derive their value from the value of the underlying 
financial assets, interest rates, foreign exchange rates 
or stock/bond/commodity indices. The Company is a 
limited end-user of derivatives and is not a creator or 
dealer in these instruments. It uses derivative financial 


instruments for purposes such as: 
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* asset/liability management — where the Company is 
able to modify a particular asset position or a portfolio 
profile to reflect liability characteristics within estab- 
lished policy limits; 

* foreign currency exchange management — where the 
Company hedges or manages its exposure to foreign 
exchange volatility with respect to both its investment 
in foreign jurisdictions and the translation of its foreign 
operating results into Canadian dollars; and 

¢ stock market fluctuations — where the Company 
hedges its exposure to the volatility in stock market 
indices due either to its own equity positions or those 


relating to the terms of products the Company has sold. 


Derivatives are subject to Board approved investment 
policies. Those policies relating to financial futures limit 
the duration-adjusted notional amount to 10% of total 
General Fund assets and address interest rate and foreign 
currency risks. The policies relating to forwards, options 
and swaps set various percentage limits for potential 
exposures or statement values to General Fund assets 
and address credit risk. In addition, the Company is 
only permitted to deal with counter-parties with a credit 
rating of A+ or higher as defined by Standard & Poor’s. 
The Company’s outstanding derivative financial 
instruments at December 31, 1999 and the related 
exposures are described in note 20 to the Consolidated 


Financial Statements. 


INSURANCE RISKS 


Insurance risks include claims and pricing risk. 


CLAIMS RISK 

Claims risk is the risk that the Company will incur 
excessive mortality and morbidity claim losses on any 
one policy or group of policies. The Company manages 
this risk through establishing appropriate underwriting 
policies to determine the insurability of applicants and 


managing its exposure to large claims. 
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The Company’s philosophy with respect to under- 
writing is to prudently manage the risks with due 
consideration given to the Company’s expertise, its 
ability to absorb losses and expected returns. For 
existing products, where the Company has considerable 
expertise in both underwriting and claims, the 
Company will generally manage the risk internally. 
Where existing products have significant loss exposure, 
some form of excess loss reinsurance will generally be 
put in place. For newer product areas in which the 
Company has little experience in underwriting and 
claims, additional reinsurance and the advice of 
industry experts will generally be sought. It is the 
policy of the Company in underwriting cases to avoid 
excessive exposure with respect to any specific risk 
profile. In general, the Company avoids concentration 
by operating internationally and underwriting a wide 


range of cases and products within each jurisdiction. 


In addition to establishing appropriate underwriting 
criteria to determine the insurability of applicants, the 
Company manages its insurance risk by limiting its 
exposure to life and health claims. These limits are 
described in note 5(f) to the Consolidated Financial 
Statements. To ensure that these limits continue to be 
appropriate, management and the Board of Directors 
periodically review the policies relating to the maximum 


risks the Company will assume. 


The use of reinsurance does not relieve the Company of 
its primary obligations to its policyholders. Therefore, 
the Company is exposed to credit risk with respect to 
amounts ceded to reinsurers. In order to minimize its 
exposure to this risk, the Company generally only enters 
into reinsurance contracts with properly licensed, well- 
established and financially strong companies or ensures 


it has sufficient security arrangements in place. 


PRICING RISK 

The process of pricing products includes the estimation 
of many factors including future investment yields, 
mortality and morbidity experience, expenses, policy 
lapse rates and taxes. Pricing risk is the risk that actual 
experience in the future will not develop as estimated at 
the time of pricing the products. Some products are 
designed such that adjustments to premiums or benefits 
can be made for variations in experience, while for other 


products no such adjustment is possible. 


The Company manages pricing risk by setting standards 
and guidelines for pricing. These standards and guide- 
lines cover pricing methods, the setting of assumptions, 
profit margin objectives, required scenario analysis and 
documentation. Pricing assumptions are compared 
against actual experience on an ongoing basis. Senior 
financial managers in each operating division are 
responsible for ensuring that the design and pricing of 
each new product, and revisions to assumptions for 
existing products, are consistent with the Company’s 
standards and guidelines. Entry into new lines of 
business, unusual risks not currently offered, or devia- 
tions from pricing policy are subject to prior approval 

of both the Company’s Appointed Actuary and its Chief 


Financial Officer. 


INTERNAL CONTROLS 

The Company is responsible for providing shareholders, 

policyholders, creditors and regulators with assurance 

that its operations are properly controlled and that its 
financial and other risks are prudently managed. The 

Company has created mechanisms and procedures that 

ensure internal and external risks to which the Company 

is exposed are identified, and that appropriate and effective 
internal controls are developed and implemented to 
manage these risks, and that reliable and comprehensive 
systems are in place to properly monitor the effectiveness 
of these controls on a regular basis. The following comprises 
the Company’s internal control framework: 

¢ a Board of Directors that is responsible for reviewing 
and approving the establishment of, and compliance 
with, financial, investment and other policies; 

* a senior management team that actively manages the 
operations of the Company and that has implemented 
organizational and procedural controls supported by 
information systems to manage the Company’s expo- 
sure to risk; and 

e an independent internal audit function, reporting 
to the Audit Committee of the Board, that monitors 
the effectiveness of these organizational and procedural 
controls, including the Company’s compliance with 
OSFI’s Standards of Sound Business and Financial 
Practices and the Quebec Guideline for Sound Risk 


Governance. 
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Year 2000 Issue 


The Company makes extensive use of information 
technology in its operations. Insurance and financial 
systems are dependent upon data processing that is 
vulnerable to the year 2000 problem. Due to the long- 
term nature of the products and services administered 
by the Company’s information technology systems, 
these systems have dealt with year 2000 dates prior to 
the year 2000 and the Company has not experienced 
any problems with them. The Company also exchanges 
electronic data with a large number of clients and 
suppliers and has determined that changes to these 


interfaces were not necessary. 


The Company initiated a corporate-wide year 2000 
program in 1995. The program encompassed the entire 
Company including all divisions and subsidiaries. A 
senior management steering committee was formed in 
1998 to review, on a monthly basis, the progress of the 
year 2000 compliance. In addition to this review, the 
Audit Committee of the Board was updated quarterly 
on the status of the year 2000 project. 


By March 1999, contingency plans were developed 

based upon the Company’s established Business 

Continuity Planning process and adapted for year 2000. 

The contingency plans were focused on four points: 

* taking steps prior to 2000 to mitigate any risks; 

¢ thoroughly reviewing system outputs in January 2000 
to check for any errors; 

¢ planning to have staff available to correct any systems 
errors; and 

¢ identifying the steps to be taken to maintain critical 


functions if errors should occur. 


In 1999, the Company conducted a classroom exercise, 
involving more than 100 Company staff, simulating 
possible scenarios to test the assumptions and depen- 
dencies. Throughout the remainder of 1999, the con- 
tingency plans were reviewed regularly to ensure that 


any changes in business procedures were incorporated. 
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The system inventory, impact assessment, conversion 

of code, verification testing, future date testing, analysis, 
remediation, continued compliance, and contingency 
planning were completed for all of the Company’s critical 
systems by September 30, 1999. Upon completion of 
the testing for year 2000 readiness, a program was 
implemented to ensure that any system changes 


remained year 2000 compliant. 


The Company completed a business partner risk 
assessment program to assess the possible effects on 
the Company’s operations relating to the year 2000 
readiness of those outside parties with which it conducts 
business. The failure of such parties to ensure the proper 
functioning of their information systems and software 
could have had a material impact on the Company’s 
operations and financial results. The Company actively 
participated with its significant business partners to 
minimize the risk of non-compliance. The Company 
prepared contingency plans, including establishing 
deadline dates, in the event that third parties could not 
meet targeted dates for compliance. To date, there has 
not been any problems dealing with third parties. 


During the critical period from December 31, 1999 to 
January 5, 2000, the Company had employees on site 
monitoring the systems and ensuring that they continued 
to operate correctly. Systems have been and will continue 
to be monitored subsequent to the critical period. This 
preparation has culminated in a successful transition to the 
year 2000 for all divisions of the Company and no problems 
have been encountered to date. There were no disruptions to 
the Company’s business processes both during and subse- 
quent to the critical period. However, it is not possible to 
conclude that all aspects of the year 2000 issue that may affect 
the Company, including those related to clients, suppliers, 
or other third parties, have been fully resolved. 


Year 2000 expenditures are expensed as incurred. Total 
expenses incurred for the year ended December 31, 1999 
amounted to $19 million. The cumulative expenses on 


this project have amounted to $47 million. 


European Monetary Union 


Anew currency, the Euro, was introduced in eleven 
participating European countries on January 1, 1999. 
The Republic of Ireland is a participant while the U.K. 

is not. The value of the Euro was created January 1, 
1999 by irrevocably fixing the conversion rates of Euro 
Zone currencies. Over the next two years, the Euro will 
be used for transactions between European central 
banks and in financial markets. The currency will be 
introduced into general circulation on January 1, 2002, 
at which time national currencies and the Euro will co-exist 
for approximately two months, and subsequently the 


Euro will become the only currency in use. 


All companies operating in the Euro Zone or holding 
securities in the Euro Zone will be affected. The 
Company’s processing of data in the U.K. and the 
Republic of Ireland could be in jeopardy if software and 
hardware modifications are not made on a timely and 
accurate basis. Project teams in Ireland, the U.K. and at 
head office in Toronto have implemented the necessary 
changes to the investment and financial systems software 
in order to be able to translate all other currencies into 
the Euro beginning January 1, 1999. The new systems 
implementation and testing has been successful to date. 
Euro-denominated bank accounts were also established. 
A detailed analysis was conducted in 1999 and work 
has commenced on the changes required to the policy 
processing systems for January 1, 2002. The costs of the 
modifications to existing systems have been immaterial 
to date. 
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| ~ Consolidated Financial 


Statements 


Responsibilities for Financial Reporting 


The Consolidated Financial Statements of Canada Life Financial Corporation and all the information in this annual 
report are the responsibility of management. The Consolidated Financial Statements have been reviewed by the Audit 
Committee and approved by the Board of Directors. 

The Consolidated Financial Statements have been prepared in accordance with generally accepted accounting 
principles including any accounting requirements of the Office of the Superintendent of Financial Institutions Canada 
(“OSFI”). The Consolidated Financial Statements contain some items which reflect the best estimates and judgements 
of management. When alternative accounting methods exist, management has chosen those it deems most appropriate 
in the circumstances to ensure that the Consolidated Financial Statements are presented fairly, in all material respects. 
Management has ensured that all financial information in this annual report is consistent with that in the 
Consolidated Financial Statements. 

The Company maintains systems of internal accounting and administrative controls in accordance with the 
Standards of Sound Business and Financial Practices issued by OSFI and the Quebec Guideline for Sound Risk 
Governance. Such systems are designed to provide reasonable assurance that the financial information is relevant, 
reliable and accurate and forms a proper basis for the preparation of the Consolidated Financial Statements. 

The Company’s internal audit department assesses the systems of internal control on an ongoing basis. 

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting 
and is responsible for reviewing the Consolidated Financial Statements. The Board carries out this responsibility 
principally through its Audit Committee of independent directors. The Audit Committee meets periodically with 
management and the internal and external auditors to discuss auditing matters and financial reporting issues, to 
satisfy itself that each party is properly discharging its responsibilities and to review the Consolidated Financial 
Statements and the reports of the external auditors and the Appointed Actuary. 

The Appointed Actuary is appointed by the Board of Directors and is required to provide an opinion regarding the 
appropriateness of the policy liabilities at the balance sheet date to meet all policyholder obligations of the Company. 
The Appointed Actuary is responsible for ensuring that the assumptions and methods used in the valuation of policy 
liabilities are in accordance with accepted actuarial practice, applicable legislation and associated regulations or 
directives. Examination of supporting data for accuracy and completeness and analysis of Company assets for their 
ability to support the amount of policy liabilities are important elements of the work required to form the opinion. 
The Appointed Actuary makes use of the work of the external auditors to attest to the accuracy of the policy data 
used in the valuation. The Appointed Actuary is required each year to analyze the financial condition of the 
Company and prepare a report for the Board of Directors. This analysis tests the capital adequacy of the Company 
until December 31, 2003 under adverse economic and business conditions. 

Ernst & Young LLP have been appointed as the external auditors. It is the external auditors’ responsibility to report 
to the shareholders regarding the fairness of presentation of the Company’s Consolidated Financial Statements. The 
external auditors make use of the work of the Appointed Actuary in their audit. The Auditors’ Report outlines the 
scope of their audit and their opinion. The external auditors have full and unrestricted access to the Audit Committee. 


RoXielel Qo Sate 


February 7, 2000 D. A. Nield R.M. Smithen 
Chairman of the Board, Executive Vice-President 
President and Chief Executive Officer and Chief Financial Officer 
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Consolidated Balance Sheet 


As at December 31 


(in millions of Canadian dollars) 


1999 1998 
$ $ 
ASSETS 
General Fund 
Invested assets (note 7(a)) 
Bonds 16,400 13,650 
Mortgages 7,117 6,351 
Common and preferred stocks 1,868 1,833 
Real estate 974 993 
Policy loans 942 489 
Short-term investments 119 eee 
Cash and cash equivalents (note 3(I)) 914 1,049 
Other 673 565 
Total invested assets 29,007 Pay ile yZ 
Premiums receivable 203 132 
Investment income due and accrued 363 296 
Goodwill (note 3(j)) 173 169 
Other assets (note 11(c)) 982 359 
Total General Fund 30,728 26,284 
Segregated Funds 21,875 18,672 
LIABILITIES AND EQUITY 
General Fund 
Liabilities 
Actuarial liabilities (notes 4 and 8) 23,721 19,614 
Benefits payable and provision for unreported claims 561 338 
Policyholders' amounts left on deposit 441 286 
Provision for future policyholder dividends and experience rating refunds 330 312 
Policy liabilities 25,053 20,550 
Bank loans and mortgages on real estate (note 9) 4 42 
Net deferred gains (note 7(d)) 1,326 1,380 
Other liabilities (note 12) 918 1,068 
27,301 23,040 
Subordinated debentures (note 10) 550 550 
EQUITY 
Policyholders' equity E 2,694 
Participating policyholders' equity 47 : 
Shareholders' equity 
Share capital (note 14) 317 z 
Retained earnings 2,513 ‘ 
2,877 2,694 
Total General Fund 30,728 26,284 
Segregated Funds 21,875 18,672 


(see accompanying notes) 


On behalf of the Board: JAN 
Rael a 


D. A. Nield T. Iain Ronald 


Chairman of the Board, Chairman of the Audit Committee 


President and Chief Executive Officer 
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Consolidated Statement of Equity 


For the year ended December 31 


(in millions of Canadian dollars) 


1999 


Prior to As at and subsequent 
demutualization to demutualization 


Participating Shareholders’ 
Policyholders’ policyholders’ retained Share 


1998 


Policyholders’ 


(note 2) equity equity earnings capital Total equity 
$ $ $ $ $ $ 

Policyholders’ surplus, 

balance beginning of year 2,599 - = = 2,599 2 ld 
Demutualization and initial 

public offering costs, net of tax (65) - - - (65) : 
Net income prior to demutualization 249 - - : 249 88 
Balance, at demutualization 2,783 - - - 2,783 2,599 
Transfer to shareholders’ retained earnings (2,783) - 2,783 - - - 
Distributions from policyholders’ surplus 

to participating policyholders at 

demutualization (note 14) - - (234) - (234) - 
Transfer to participating policyholders’ 

surplus (note 13(iii)) - 50 (50) - - - 
Issue of common shares (note 14) - - - 317 317 - 
Net income (loss) subsequent 

to demutualization - (1) 72 - 71 - 
Balance, end of year - 49 Zone S17. 2,937 2,599 
Currency translation account 
Balance, beginning of year 95 . - - 95 = 
Transition adjustment (note 3(e)) - - - “ ; 95 
Change prior to demutualization (92) - = > (92) = 
Balance, at demutualization 3 - - - 3 95 
Transfer to shareholders’ retained earnings (3) : 3 , % ; 
Change subsequent to demutualization - (2) (61) - (63) - 
Balance, end of year - (2) (58) - (60) 95 
Total equity - 47 eas) S17 2,877 2,694 


LLL 


(see accompanying notes) 
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Consolidated Statement of Net Income 


For the year ended December 31 


(in millions of Canadian dollars) 


1999 1998 
$ $ 
REVENUES 
Premium income 
Participating insurance and annuities 833 778 
Non-participating: 
Annuities 1,584 1,491 
Individual life and health insurance 808 663 
Group life and health insurance 1,277 927 
Reinsurance 202 - 
General insurance 117 121 
4,821 3,980 
Net investment income (note 7(c)) 2,327 1,964 
Fee income (note 3(k)) 393 Bal 
7,541 6,275 
EXPENDITURES 
Payments to policyholders and beneficiaries 
Life, health and general benefits 1,560 1,065 
Annuity payments 1,032 960 
Maturities, surrender payments and other 1,872 Wi2i 
Participating policyholder dividends 286 256 
4,750 4,002 
Increase in actuarial liabilities (note 8(a)) 1,133 1,061 
Commissions 344 244 
General expenses 723 690 
Premium taxes 57 44 
Interest expense (notes 9 and 10) 42 24 
7,049 6,065 
Net income before income taxes and goodwill expense 492 210 
Income taxes (note 11) 134 60 
Net income before goodwill expense 358 150 
Goodwill expense (note 3(j)) 38 62 
Net income 320 88 
Net income (note 2): 
Net income prior to demutualization 249 88 
Net income (loss) subsequent to demutualization attributable to: 
Participating policyholders (1) a 
Shareholders 72 2 
320 88 
Earnings per share excluding goodwill expense (note 15) 0.56 2 
Earnings per share (note 15) 0.46 2 


(see accompanying notes) 
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Consolidated Statement of Cash Flows 


For the year ended December 31 
(in millions of Canadian dollars) 


1999 1998 
$ $ 
CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 320 88 
Items not affecting cash and short-term investments 
Increase in actuarial liabilities and other policy liabilities 1,150 1,090 
Amortization of net deferred gains, amortization of net foreign 
currency translation gains and amortization of net discounts 
on bonds and mortgages (352) (321) 
eCuneranc in ne Tuturerincome taxeSmem ee 8 
a el a BS) Da eae “Ved 
Net change in other operating assets and liabilities 
Other liabilities (290) 207 
ETS eB TT ee ae ee 910) 
ES ee | eee): 
CASH FLOWS FROM INVESTING ACTIVITIES 
Sales, maturities and scheduled redemptions of: 
Bonds 19,730 10,682 
Mortgages 3,811 1,487 
Common and preferred stocks 2,542 1,339 
Real estate 111 610 
Other investments 431 50 
Purchases and issues of: 
Bonds (20,788) (10,940) 
Mortgages (3,949) (1,870) 
Common and preferred stocks (2,590) (1,263) 
Real estate (104) (584) 
Other investments (284) (275) 
Short-term investments 94 81 
Policy loans (5) (17) 
Acquisition (note 6) 
Purchase price (163) = 
Cash and cash equivalents 252 - 
Decrease due to investing activities (912) (700) 
CASH FLOWS FROM FINANCING ACTIVITIES 
Subordinated debentures - 300 
Bank loans and mortgages on real estate (38) (37) 
Payment to participating policyholders at demutualization (234) 5 
Issue of common shares (note 14) 317 : 
_Demutualization and initial public offering costs prior to income tax provisions _(83)-_— 
Effect of changes in exchange rates on cash and cash equivalents (58) 65 
Net increase (decrease) in cash and cash equivalents for the year (135) 320 
Ri -simondicash equivalents, beuinning ofyear meee AQ 
Cash and cash equivalents, endofyear AC 
Supplementary disclosure of cash flow information: 
Interest paid on subordinated debentures, bank loans and 
mortgages on real estate 42 25 
182 158 


Income taxes paid, net of refunds 


(see accompanying notes) 
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Consolidated Statement of Changes in Segregated Funds 


For the year ended December 31 
(in millions of Canadian dollars) 


1999 1998 
$ $ 
ADDITIONS TO SEGREGATED FUNDS: 

Premiums and transfers from the General Fund 2,737 2s 
Transfer of seed money (to) from the General Fund - (11) 
Net investment income 579 O20 
Acquisition of Segregated Fund business (note 6) 767 - 
Net increase in fair value of investments 3,147 SAS 
Currency translation adjustment - 923 
7,230 4,901 


DEDUCTIONS FROM SEGREGATED FUNDS: 


Withdrawals, benefit payments and transfers to the General Fund 2,212 1,983 
Operating expenses - 345 308 
Tax provision 117 74 
Currency translation adjustment 1,353 - 
4,027 2,365 
Net additions to Segregated Funds for the year 3,203 2,536 
Segregated Funds, beginning of year 18,672 16,136 
Segregated Funds, end of year 21,875 18,672 
CONSISTING OF: 
Bonds 2,277 2,708 
Mortgages 1 12 
Common and preferred stocks 17,921 13,860 
Real estate 666 654 
Cash and short-term investments 1,384 ioov, 
Investment income due and accrued 53 48 
Tax liability (296) (236) 
Due (to) from brokers and others (131) (31) 
21,875 18,672 


(see accompanying notes) 
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Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 
(in millions of Canadian dollars) 


1. NATURE OF OPERATIONS 

Canada Life Financial Corporation (the “Company”) 
was incorporated on June 21, 1999 and was formed 
for the purpose of becoming the holding company 

of The Canada Life Assurance Company (“Canada Life”) 
which demutualized on November 4, 1999. 
Demutualization is the conversion of an enterprise 
from mutual ownership by participating policyholders 
to public ownership by common shareholders. The 
assets, liabilities, equity and results of operations 
included in these Consolidated Financial Statements 
prior to the date the Company was incorporated are 
those of Canada Life as previously reported. 


Through its wholly-owned subsidiary, Canada Life, 
the Company offers insurance and other protection 
and wealth management products and services to 
individuals and groups primarily in Canada, the United 
Kingdom, the United States and the Republic of Ireland; 
and in several other jurisdictions including Hong Kong, 
Macau, Bermuda, Bahamas and Brazil. In addition, 
Canada Life offers reinsurance services, general 
insurance (primarily home and automobile policies) 

in Canada and unit trusts (which are comparable to 
mutual funds) in the United Kingdom. 


2. DEMUTUALIZATION 

Canada Life demutualized on November 4, 1999, whereby 
it converted from a mutual life insurance company to one 
with common shares. At the date of demutualization, 
Canada Life became a wholly-owned subsidiary of the 
Company by issuing all of its common shares to the 
Company. In addition, as part of the demutualization: 


a) as described in note 14, the Company issued common 
shares from treasury, or in certain circumstances paid 
cash or granted policy credits to eligible policyholders of 
Canada Life. The Company also issued common shares 
from treasury that were subscribed for by the public. 


b) as described in note 13, the Company restructured 
the participating account of Canada Life, including 
the establishment of a closed block sub-account. 


c) as outlined in the Consolidated Statement of Equity, 
$2,848 million formerly in policyholders’ surplus, less 
demutualization and initial public offering costs of $65 
million net of tax, was transferred to the shareholders’ 
account and reclassified as shareholders’ retained earnings. 


Demutualization has resulted in a division of net income 
in 1999 to reflect the change in ownership. Prior to 
demutualization on November 4, 1999, $249 million 

of net income was attributable to the Company’s 
policyholders. Subsequent to demutualization, net 
income has been separated between that attributable 
to the participating policyholders and that attributable 
to shareholders. Net income attributable to shareholders 
was $72 million and a net loss of $1 million was attributable 
to participating policyholders. For purposes of 
calculating pro forma earnings per share in note 15, net 
income attributable to shareholders was $321 million. 


3. SIGNIFICANT ACCOUNTING POLICIES 

The Company prepares its Consolidated Financial 
Statements in accordance with generally accepted 
accounting principles (“GAAP”) for life insurance 
enterprises including the accounting requirements of 
the Office of the Superintendent of Financial Institutions 
Canada (“OSFI”). There are no differences between 
GAAP and the accounting requirements of OSFI. 


The significant accounting policies followed in the 
preparation of these Consolidated Financial Statements 


are summarized below: 


a) Basis of consolidation 
These financial statements consolidate the operating 
results and financial position of the Company and its 


subsidiaries. 


Canada Life Financial Corporation 1999 Annual Report 71 


Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


b) Valuation of invested assets held for the General Fund 


(i) Bonds and mortgages 
Bonds, including asset-backed fixed term securities, 


and mortgages are carried at amortized cost. 


The difference between the proceeds on the sale of a 
bond or mortgage prior to maturity and its carrying 
value is considered to be an adjustment of future 
portfolio yield and is deferred on the Consolidated 
Balance Sheet and amortized to net income over the 


remaining term to maturity. 


(ii) Stocks and real estate 

Portfolio investments in stocks and real estate, which 
include Company-occupied premises, are carried at a 
value which is adjusted toward fair value each year. 
The adjustment for stocks is 15% per annum of the 
difference between carrying value and year-end fair 
value. The fair value adjustment for real estate is 10% 
per annum of the difference between carrying value 
and appraised value. Appraised value is determined 


annually based on a combination of internal appraisals 


established by the Company and independent 
appraisals. All real estate properties are independently 
appraised at least once every three years. 


Net realized gains and losses on the disposal of stocks 


and real estate are deferred on the Consolidated 
Balance Sheet and amortized to net income on a 
declining balance basis at 15% per annum for stocks 
and at 10% per annum for real estate. 


(iii) Policy loans 

Policy loans are carried at their unpaid balance and 
are fully secured by the cash surrender value of the 
policies on which the respective loans are made. 


(iv) Other invested assets 

Other invested assets generally include the 
Company’s investment in equipment leases, limited 
partnerships, and equity investments in which the 
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Company has the ability to exercise significant influence. 
Equipment leases are carried at cost less accumulated 
depreciation. Equity investments and limited partnerships 
are carried at cost plus the Company’s pro rata share of 
the investees’ net income (loss), less any distributions 


paid to the Company during the year. 


(v) Impaired investments and provisions for losses 
Impaired investments include all loans with payments ~ 
of 90 days or more in arrears unless their repayment 
has been insured by a government authority or 
representative thereof. Impaired investments also 
include loans, which are not in arrears, but where 
management has determined that an impairment 


in value exists. 


The carrying value of the Company’s investment in a 
bond or mortgage is reduced by a specific provision 
for loss to the extent an impairment in value is deemed 
to exist. A specific provision for loss is established 
whenever there is a decline in the value of a bond, 
which is other than temporary, or when the recovery 
of the principal and accrued interest on a mortgage is 
in doubt and the value of the underlying security is 
also impaired. A specific provision for loss is only 
reduced as a result of a write-off or sale of the 
impaired investment or if the conditions that caused 
the impairment no longer exist. Accrual of interest is 
discontinued and previously accrued interest is 
reversed on impaired bonds and impaired mortgages 


where payments are 90 days or more in arrears. 


Property that is acquired due to a mortgage foreclosure 
and held for resale is classified as real estate and is 
valued at the lower of the amortized cost of the 
mortgage at the time of foreclosure and net realizable 
value of the property. Any losses on foreclosure and 
subsequent adjustments to net realizable value are 


recognized in net income immediately. 


Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


The carrying value of the stock portfolio or the real 
estate portfolio is written down to fair value 
immediately if there is other than a temporary 
decline in the value of either portfolio. The Company 
treats the stock and real estate portfolios as separate 
portfolios for the purpose of assessing whether 
permanent impairment exists. 


In addition to specific provisions noted above for 
existing asset impairments, the Company provides for 
potential future asset defaults through the reduction 
of the assumed investment yields used in the calculation 
of the actuarial liabilities as disclosed in note 4(a) and 
as required by the Canadian Institute of Actuaries 

(the “CIA”) and OSFI. 


c) Fair value 
(i) Bonds and mortgages 
Fair value of publicly traded bonds and asset-backed 
fixed term securities is determined using quoted market 
prices. The fair value of mortgages and bonds that are 
not publicly traded is determined by discounting the 
expected future cash flows related to these loans at 


market interest rates. 


(ii) Common and preferred stocks 

Fair value of common and preferred stocks is deter- 
mined using quoted market prices. The fair value of 
common and preferred stocks that are not publicly 
traded is determined by discounting expected future 


cash flows at risk adjusted rates of return. 


(iti) Real estate 
The fair value of real estate is determined based on 


the appraised value as described in note 3(b)(ii). 


(iv) Other invested assets and policy loans 
The fair value is generally estimated to equal carrying 


value for other invested assets and policy loans. 


(v) Subordinated debentures 
The fair value of the Company’s subordinated deben- 
tures is determined based on the value in the market 


for equivalently rated securities of similar term. 


d) Segregated Funds 

The Company manages certain funds, which are 
segregated from the General Fund of the Company. 

This business includes Canadian segregated annuity 
funds; unit-linked life insurance and annuity business in 
the United Kingdom and the Republic of Ireland; and 
variable annuity separate account business in the United 
States. The net assets of these funds are carried at fair 


value and a corresponding amount is reported as a liability. 


e) Foreign currency translation 

Foreign currency assets and liabilities are translated into 
Canadian dollars using the rates of exchange in effect at 
the balance sheet date and revenues and expenditures 
are translated into Canadian dollars at average rates of 


exchange during the year. 


Until the end of 1998, the Company classified its 
operations in Canada, the United Kingdom, the United 
States and the Republic of Ireland as integrated and, as 
such, realized and unrealized foreign currency gains 
and losses were deferred on the Consolidated Balance 


Sheet and amortized to income at 15% per annum. 


In recognition of the continuing decentralization of the 
management of these operations, the Company classified 
its operations as self-sustaining at December 31, 1998. As 
a result, the net deferred foreign currency gain balance as 
at December 31, 1998 of $95 million was reclassified from 
liabilities to the currency translation account, a separate 
component of policyholders’ surplus on the Consolidated 
Statement of Equity. Future foreign currency gains and 
losses arising on the translation of the accounts of the 
Company’s foreign operations will be recorded as a direct 


adjustment to the currency translation account. 
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(in millions of Canadian dollars) 


f) Income taxes 

The Company uses the liability method of tax allocation. 
Future income tax assets and liabilities reflect the net 
tax effects of temporary differences between assets and 
liabilities reported for financial statement purposes and 


those reported for income tax purposes. 


g) Employee future benefit liabilities 

The Company maintains defined benefit pension plans 
and provides other post-retirement benefits such as 
post-retirement life, health and dental insurance benefits 
for its employees and agents. The assets supporting the 
trusteed pension plans of the Company are held in 
separate trusteed pension funds. The remaining benefits 
are included in other liabilities and are supported by 
General Fund assets of the Company. 


Pension and other post-retirement benefit costs for the 
year are based on the estimated benefits earned by the 
employees and agents during the year. Pension plan 
surpluses or deficits, which include any adjustments 
arising from experience gains and losses, changes in 
assumptions and plan amendments are amortized to 
income over the expected average remaining service life 
of plan members. Adjustments due to changes in other 
post-retirement benefits are included in income in the 
year in which they occur. 


h) Derivative financial instruments 

The Company utilizes derivative financial instruments, 
including swaps, forward contracts, futures and options, 
when appropriate, to manage its asset/liability positions 
and to hedge against fluctuations in interest rates, foreign 
exchange rates and stock market indices. Gains and losses 
resulting from these derivative financial instruments 
are included in income on a basis consistent with the 


underlying positions being hedged. 
i) Reinsurance 


The Company’s premium income, payments to 
policyholders and beneficiaries, actuarial liabilities 
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and increase in actuarial liabilities are all shown net of 
amounts ceded to, or including amounts assumed from, 


other insurers. 


p) Goodwill 

Goodwill represents the excess of cost over the estimated 
fair value of the net assets acquired as at the date of 
acquisition. Goodwill is generally amortized to income 


on a straight-line basis over ten years. 


Management annually assesses the recoverability of 
unamortized goodwill. Unamortized goodwill that is 
attributed to economies of scale to be realized on the 
integration of businesses acquired is charged to income 
to the extent it is no longer recoverable from the expected 
future unrealized benefit of such economies of scale. On 
this basis, unamortized goodwill attributed to economies 
of scale is charged to income immediately when the 
economies of scale are either recognized in the valuation 
of the liabilities or are no longer expected to occur. The 
recoverability of other goodwill is assessed based on 
discounted future cash flow projections (not including 
future economies of scale) from the businesses acquired. 


k) Fee income 

Fee income primarily includes fees earned from the 
management of the Company’s Segregated Fund assets 
and fees earned from investment management services 
provided by subsidiary companies. 


1) Cash and cash equivalents 

The Company has adopted the new recommendations 
issued by the Canadian Institute of Chartered Accountants 
(“CICA”) on Cash Flow Statements, including the 
definition of cash equivalents which is short-term 
investments with original maturities at acquisition of 
three months or less. Prior to this change, short-term 
investments included those with maturities of one year 
or less. This change was applied retroactively including 
the restatement of 1998 comparative figures. There was 
no effect on net income. 
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For the years ended December 31, 1999 and 1998 

(in millions of Canadian dollars) 

4, SIGNIFICANT ACTUARIAL POLICIES 

Actuarial liabilities represent the amounts required, in 
addition to future premiums and investment income, to 
provide for future benefit payments, policyholder 
dividends, commissions and policy maintenance 
expenses for all insurance and annuity policies in force 
with the Company. In addition, CICA Accounting 
Guideline 9 requires that the determination of the 
actuarial liabilities include the discounting effect of 
future income taxes relating directly to items included 
in the computation of these liabilities. The Company’s 
Appointed Actuary is responsible for determining the 
amount of the actuarial liabilities such that sufficient 
funds will be available in the future to meet the 
Company’s obligations. The valuation methods used by 
the Appointed Actuary are determined using generally 
accepted actuarial practices, according to standards 
established by the CIA. 


The process of determining actuarial liabilities involves 
the estimation of the occurrence of events, which may 
or may not happen until many years in the future and 
the risks of misestimation vary in proportion to the 
length of the estimation period and the potential 
volatility of each assumption. Because of this, the 
setting of assumptions for these events is critical. 


The Company’s valuation methods involve the use of 
best estimates for the following assumptions: investment 
yields including asset defaults, mortality, morbidity, 
expenses, policyholder dividends, and policy lapses and 
surrenders. Actual experience is monitored against these 
assumptions to ensure that they remain reasonable. Any 
change in assumptions will cause a corresponding 
change in actuarial liabilities which is recognized in 


income immediately. 


Because of the uncertainties involved in this process, 
best estimate assumptions are adjusted by margins for 
adverse deviations, which provide for possible 
unfavourable deviations from expected experience. 


These margins increase actuarial liabilities and reduce 
the net income that otherwise would be recognized at 
the inception of a policy. Over time, actual experience 
will determine the adequacy of these margins and any 
excess margins will be released, resulting in an immediate 
decrease in actuarial liabilities and an increase in net 


income in that year. 


The following is a description of the methods used 
to calculate the best estimates for the significant 
assumptions and the margins for adverse deviations 
used in the actuarial valuation process. 


a) Investment yields 

The Company maintains specific funds of assets to 
back each major line of business in each country. The 
amount and timing of the cash flows relating to both 
the assets and actuarial liabilities in these funds are 
matched within predetermined limits, thereby reducing 
the uncertainty in selecting the valuation investment 
yields used in calculating the actuarial liabilities. 


Assets in annuity funds consist primarily of bonds and 
mortgages. The investment yields used to value annuity 
liabilities are set based on studies of cash flows of 
both assets and liabilities under a number of economic 
scenarios. The scenarios include rapid increases or 
decreases in interest rates as well as changing patterns 
of these rates. Asset cash flows are reduced by expected 
future asset defaults, prepayments and expenses. 
Liability cash flows estimate policyholder actions that 
might arise as a result of changes in interest rates. The 
investment yields chosen for valuing annuities are 
generally based on the most adverse scenario tested. 


For participating life insurance business, the valuation 
investment yields are based on the yields required to 
support the current dividend scales, with adjustments 
to allow for time lags in adjusting dividend rates, and 
deductions to allow for future asset defaults, investment 


expenses and taxes payable on investment income. 
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For non-participating insurance business, the valuation 
investment yields are based on the gross yield of 
supporting assets and an assumption of a declining 
reinvestment interest rate environment with deductions 
to allow for future asset defaults, investment expenses 


and taxes payable on investment income. 


b) Mortality 

Mortality relates to the incidence of death. For life 
insurance, the Company conducts annual mortality 
studies for each country and line of business. The 
Company’s assumptions are derived by expressing its 
own average experience over the last five years as a 
percentage of the most recent industry experience tables. 
Allowance is made for additional mortality due to AIDS 
through a combination of the Company’s own experience 
and additional factors based on the CIA guidance notes. 


For major payout annuity blocks of business, the 
Company conducts annual mortality studies and the 
rates used are based on an average experience over the 
last five years. In the case of smaller blocks of annuity 
business where the experience is too small to be reliable, 
inter-company pension experience tables are used. 
Suitable projection factors reflecting industry experience 
are used in all cases to allow for the improving 
mortality trends. 


c) Morbidity 

For people who are currently not disabled, the rate of 
morbidity refers to the incidence of sickness and accidents. 
The morbidity assumptions for individual policies are 
based on recent internal studies translated into various 
factors applied to standard industry morbidity tables. 
For group policies, the premium can be changed each 
year due to changing claims experience and, therefore, 
the liability is set equal to a portion of the premiums 
paid in advance. 
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For people who are disabled, the rate of morbidity refers 
to the termination of disability due to death or recovery. 
The termination assumptions are based on recent internal 
studies and translated into factors applied to standard 
industry tables. 


d) Expenses 

Actuarial liabilities include amounts to provide for the 
costs of administering policies in force such as the cost 
of collecting premiums, processing and adjudicating 
claims, periodic communications with policyholders, 
related indirect expenses and a share of overhead costs. 
Allowances for expenses are based on the Company’s 
most recent internal cost analysis with adjustments to 
the current valuation year. The internal cost analysis is 
reviewed and updated annually. These expenses are 
projected into the future with allowances for inflation. 


e) Policyholder dividends 

Policy liabilities include the present value of the 
estimated future payments of participating policyholder 
dividends including terminal bonus dividends for the 
United Kingdom and the Republic of Ireland. Dividends 
paid to participating policyholders are calculated in 
accordance with the dividend policy established by the 
Board of Directors. 


f) Policy lapses and surrenders 

Although a policy contract may call for the payment of 
premiums over the full term of the policy, policyholders 
may choose not to continue to pay premiums thereby 
allowing their policy to lapse. Policyholders may also 
choose to surrender their policy in return for the policy’s 
cash surrender value. Policy termination rate assumptions 
are based on the Company’s recent experience by country 
and line of business. For certain products the actuarial 
liability decreases as policy termination rates increase. 
On such products, very low policy termination rates are 
assumed in establishing the liabilities. 
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g) Margins for adverse deviations 

As noted above, all assumptions used in the calculation 
of actuarial liabilities are based on best estimates. In 
addition, margins for adverse deviations are included in 
assumptions used in the actuarial valuation process. The 
range for these margins is prescribed in guidelines 
issued by the CIA. The Company’s position within the 
range depends on the risk profile of the particular line 
of business. The majority of the Company’s business is 
low risk so that margins at the low end of the range, as 
prescribed by the CIA guidelines, are often justifiable. 
However, the Company often follows a more prudent 
practice of establishing margins generally close to the 


middle of the permissible range. 


9. MEASUREMENT UNCERTAINTY AND RISKS 

a) Measurement uncertainty 

Measurement uncertainty relates to the uncertainty in 
the determination of the amount at which an item is 
recognized in the Consolidated Financial Statements. 
As described in note 4, determination of the actuarial 
liabilities is complex, making these amounts potentially 
subject to the highest level of measurement uncertainty 


for the Company. Their valuation varies depending on 


the nature of the underlying products and on the variety 


of assumptions used for investment yields, mortality, 
morbidity, expenses, policyholder dividends and policy 
lapses and surrenders. Given the long-term nature of 


actuarial liabilities and the incorporation of margins for 


adverse deviation into the assumptions used, a fluctuation 


in actual experience compared to any one assumption 
in the near term would generally not be expected to 
have a significant effect on the financial results. 


Changes in those assumptions, which have had a 
significant impact on the calculation of the actuarial 
liabilities in 1999, have been described in note 8(a). 
With respect to the remaining assumptions, either the 
impact on the actuarial liabilities was relatively minor, 
or no change in the assumption was required because 
the actual experience was generally in line with the 


assumption used. 


b) Interest rate risk 

Interest rate risk is the risk that the economic value of 
the Company is adversely impacted by changes in interest 
rates. As interest rates change, the economic values 
of the Company’s fixed interest assets and liabilities 
change. For a perfectly matched portfolio of assets and 
liabilities, the change in the economic value of assets is 
offset by the change in the economic value of liabilities 
and the economic value of the Company is not affected. 
The degree of interest rate risk is measured by the mis- 
match between the assets and the liabilities of the 
Company. The maximum degree of mismatch permitted 
is set out in the Company’s Investment Policy as 
approved by the Board of Directors. 


The interest rate risk associated with the Company’s 
annuity and pension products is of particular importance 
because these products constitute approximately 61% of 
the Company’s General Fund actuarial liabilities. The 
timing and amount of the Company’s obligations under 
these products can be determined with reasonable 
certainty and the mismatch positions of the assets 
supporting these liabilities is monitored quarterly to 
measure compliance with the limits set out in the 
Company’s Investment Policy. 


The following table shows the estimated amount of 
the future asset and liability cash flows associated 
with the Company’s annuity and pension products 
that were in force at December 31, 1999 and reflects 
the appropriate repricing or maturity date. The cash 
flow gap between the assets and the liabilities is also 
included. These cash flows include the effect of any 
off-balance sheet derivative financial instruments 
the Company has entered into for asset /liability 


management purposes. 
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Repricing or Maturity Date 
Less than 1 year 1 to 5 years 5 to 10 years 10 to 20 years Over 20 years 
$ $ $ 
Assets 2,621 7,146 4,781 5,910 4,616 
Liabilities 2,613 7,262 4,453 5,814 4,865 
Cash flow gap 8 (116) 328 96 (249) 


Two related methods are used by the Company to 
measure and monitor the interest rate risk associated 


with the Company’s annuity and pension products. 


(i) Duration mismatch 

Duration is defined as the time weighted average life 
of an asset or liability and measures the sensitivity of 
the economic value of assets and liabilities to changes 
in interest rates. For example, the economic value of 
assets or liabilities with longer terms is more sensitive 
to changes in interest rates than the economic value of 
assets or liabilities with shorter terms. This is reflected 
in the duration measure. The degree of mismatch can 


be measured as the difference between the duration of 


assets and the duration of liabilities. When the duration 


of assets exceeds the duration of liabilities, an increase 
in interest rates will result in a decrease in economic 
value. Conversely, when the duration of assets is less 
than the duration of liabilities, a decrease in interest 


rates will result in a decrease in economic value. 


The following table indicates the duration mismatch 
that is associated with the Company’s annuity and 
pension products as at December 31, 1999: 


Asset duration 6.54. 
Liability duration 6.47 
Duration mismatch 0.07 


(ii) Net present value 


In addition to duration mismatch, interest rate risk is 


also measured in terms of the net present value effect 
of interest rate changes. First, the net present value of 
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future asset cash flows less future liability cash flows 
is determined using the interest rates in effect at the 
reporting date. The net present value is then recalcu- 
lated assuming an immediate 1% increase in interest 
rates and an immediate 1% decrease in interest rates. 
The resulting change in net present value represents a 
measure of the degree of interest rate risk associated 


with a 1% change in interest rates. 


The impact on the net present value of the Company’s 
annuity and pension products of a 1% change in 
interest rates, as at December 31, 1999, is shown in the 
following table: 


$ 
Net present value 322 


Impact on NPV if interest rate changed +1% (37) 


Impact on NPV if interest rate changed -1% 31 


The margins for adverse deviations set aside in the 
actuarial liabilities, as described in note 4(g) take 
account of adverse interest rate movements which 
are significantly more adverse than the 1% change 
shown above. 


c) Credit risk 
Credit risk is the risk of financial loss due to the failure 
of a debtor to honour its obligations to the Company. 


Potential areas of significant concentration of credit risk 
include non-investment grade bonds and non-insured 
mortgages which in 1999, amounted to $457 million and 
$6,348 million, respectively ($230 million and $5,545 
million, respectively, in 1998) and represented 22% 
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(23% in 1998) of the total invested asset portfolio. The 
carrying values of impaired non-investment grade 
bonds and non-insured mortgages were $20 million and 
$42 million, respectively ($20 million and $50 million, 
respectively, in 1998) and represented less than 1% of 
the invested asset portfolio in both 1999 and 1998. 


Credit risk associated with an individual counterparty 
is indicated by the Company’s largest exposure to any 
one corporate entity’s fixed term investments, including 
term preferred shares. The Company’s largest exposure 
to any one corporate entity was $145 million 

($154 million in 1998), all of which was fully secured. 


The Company has made provisions in its Consolidated 
Balance Sheet for credit losses in two ways: 

(i) specific provisions for assets which are currently 
impaired have been included through reductions 
in the values of the underlying assets; and 

(ii) provisions have been included in the actuarial 
liabilities for assets that may become impaired 
in the future. 


The amounts for these provisions are identified in 
note 7(b). 


The Company’s exposure to credit risk relating to its 
off-balance sheet investments in derivative financial 
instruments is disclosed in note 20. 


d) Foreign currency risk 

Foreign currency risk is the risk of loss due to adverse 
movements in foreign exchange rates as compared to 
the Canadian dollar. It arises from currency mismatches 
between assets and liabilities and the cash flows there- 
from and is due to the Company’s foreign operations 
and the portion of its surplus maintained in foreign 
denominated assets. 


The Company’s exposure to foreign currency risk for 
its operating funds is minimal due to its policy of 
generally matching foreign denominated assets and 
their related cash flows to the foreign denominated 


liabilities they support. 


The Company is also exposed to foreign currency risk 
as a result of foreign denominated assets supporting its 
surplus. This risk is partially hedged with the use of 
forward foreign exchange contracts. 


A 1% strengthening of the Canadian dollar relative to 
the currencies in the foreign jurisdictions in which the 
Company operates would reduce shareholders’ retained 
earnings by $18 million and net income by $2 million 
after taking into account the effect of any off-balance 
sheet derivative financial instruments that the Company 
has entered into for purposes of hedging against 


adverse changes in foreign exchange rates. 


e) Liquidity risk 

Liquidity risk refers to the ability of the Company to 
meet its obligations to policyholders and creditors as 
they fall due. The Company reduces its exposure to 
liquidity risk by closely matching the terms and cash 
flows of its assets and liabilities. Additionally, the 
Company maintains an appropriate level of liquidity 
by ensuring that a prescribed percentage of its assets 


are held in marketable investments. 


The sources of liquidity are as follows: 


1999 1998 

$ $ 

Cash and short-term investments 1,033 13271 

Senior government securities 5,708 5,711 
Other government securities 

and corporate bonds 6,997 4,924 

Insured mortgages 769 806 

12,712 


Total 14,507 
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At December 31, 1999, the Company had $283 million 
($268 million in 1998) available from the unused portion 
of revolving lines of credit. 


Liquidity must be maintained especially to provide for 
life insurance policies, which permit policyholders to 
surrender their policies for a guaranteed surrender 
value at any time. Some annuity policies may also 
be surrendered prior to the end of the stated maturity 
dates for a value determined by the terms of the policy. 
The aggregate amount of outstanding cash surrender 
values if all policies had been surrendered as at 
December 31, 1999 was $15,714 million ($11,967 million 
in 1998). Actual cash surrenders during the year 
amounted to $1,647 million ($1,398 million in 1998). 
Policyholder dividends left on deposit with the 
Company can be withdrawn on demand at any time, 
and as at December 31, 1999 totalled $306 million 
($174 million for 1998). Dividends withdrawn during 
the year totalled $31 million ($18 million for 1998). 


f) Claims risk 

Claims risk is the risk that the Company will incur 
excessive mortality and morbidity losses on any one 
policy or group of policies. In addition to establishing 
appropriate criteria to determine the insurability of 
applicants, the Company manages its claims risk by. 
limiting its exposure to life and health claims. The 
claims risk for the Company is limited to its retention 
limit of $8 million for any individual life claim and 
various limits for health claims, not exceeding this 
limit depending on the type of coverage. To ensure that 
these limits continue to be appropriate, management 
and the Board of Directors periodically review the 
policies relating to the maximum risks the Company 
will assume. Claims in excess of these retention limits 
are reinsured to outside reinsurers. The Company also 
maintains catastrophic reinsurance coverage with 
outside reinsurers of up to $90 million in the event of 

a loss of three or more lives in the same catastrophe. 
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Reinsurance arrangements do not relieve the Company 
of its primary obligations to its policyholders. Therefore, 
the Company may be exposed to credit risk relating to 
its reinsurers. The Company’s exposure to this credit 
risk is the total amount due from all reinsurers as at 
December 31, 1999 of $59 million ($61 million in 1998) 
and the amount by which actuarial liabilities have been 


reduced for reinsurance ceded as disclosed in note 8(b). 


g) Uncertainty caused by the year 2000 issue 

The year 2000 issue arises because many computerized 
systems use two digits rather than four to identify a 
year. Date-sensitive systems may recognize the year 
2000 as 1900 or some other date, resulting in errors 
when information using year 2000 dates is processed. 
In addition, similar problems may arise in some systems 
which use certain dates in 1999 to represent something 
other than a date. The Company’s transition to the year 
2000 has not identified any material problems to date. 
However, it is not possible to conclude that all aspects 
of the year 2000 issue that may affect the Company, 
including those related to clients, suppliers, or other 
third parties, have been fully resolved. 


Year 2000 expenditures are expensed as incurred. Total 
expenses incurred for the year ended December 31, 1999 
have amounted to $19 million. The cumulative expenses 
on this project have amounted to $47 million. 


6. ACQUISITION 

Effective January 1, 1999 (the “Closing Date”), 
Canada Life acquired the shares of Crown Life 
Insurance Company of Canada (“Crown Canada”), 
a wholly-owned subsidiary of Crown Life Insurance 
Company (“Crown Life”) which held the former 
Canadian insurance business of Crown Life. Crown 
Canada was amalgamated with Canada Life under 
Canada Life’s name, effective July 1, 1999. 


Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


Also, effective January 1, 1999, Canada Life assumed 

substantially all of Crown Life’s non-Canadian 

reinsurance business. In addition, Canada Life 

entered into agreements with Crown Life to provide 

indemnity reinsurance on the following basis: 

¢ 80% of Crown Life’s U.S. individual life and health 
insurance, annuity and group pension business; 

© 100% of Crown Life’s U.S. group life and health 
business; and 

¢ 100% of Crown Life’s Hong Kong and certain other 
foreign business. 

Canada Life will acquire the 100% indemnity reinsured 

businesses on an assumption reinsurance basis as soon 


as regulatory and other approvals are obtained. 


Canada Life also has the option, or under certain 
circumstances may be required, to acquire the common 
shares of Crown Life at any time after January 1, 2004. 


The purchase price for these shares would be the fair 


value of the assets backing Crown Life’s common 
shareholders’ equity. Canada Life also has the option, 
or may be required, to acquire, through assumption 
reinsurance, the remaining insurance business of 
Crown Life at any time after January 1, 2004. If this 
option were exercised, Canada Life would receive 


assets with a value equal to the liabilities assumed. 


In certain circumstances Canada Life may exercise 


either of these options after July 1, 2000. 


Canada Life paid $163 million in cash to Crown Life 
with respect to the acquisition. This transaction was 
accounted for using the purchase method. The purchase 
price was allocated to the net assets and liabilities 
acquired based on their estimated values as at the 
Closing Date. The amounts assigned to the Segregated 
Fund assets and liabilities acquired were based on their 
fair value as at the Closing Date. 


The assets and liabilities of the acquired operations as at the Closing Date were as follows: 


$ 
Assets 
General Fund 
Invested assets MESS 
Other assets 657 
4,892 
Segregated Funds 767 
5,659 
Liabilities 
General Fund 
Policy liabilities 4,419 
Other liabilities 291 
4,710 
767 


Segregated Funds 


Net assets acquired 
Less capitalized costs 


58 


UML aha aah ~~!!! CPT. woe S20) pean 6 emboae 


163 


Total consideration paid in cash 


Goodwill 


GOOGWIN NN 


oS) 


The results of operations from the above acquired and reinsured businesses are included in these Consolidated Financial 


Statements from the Closing Date. 
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7. ANALYSIS OF GENERAL FUND INVESTMENTS 


a) Invested assets 


Carrying Carrying Total 
value of value of carrying 
unimpaired impaired value of Unrealized Unrealized _—_— Fair value of 
investments investments investments gains losses investments 
$ $ $ $ $ $ 

1999 
Bonds 

Government — Canada 2,646 - 2,646 95 (100) 2,641 

Government — foreign 4,040 - 4,040 158 (107) 4,091 

Corporate and other 9,690 24 9,714 452 (260) 9,906 
Mortgages 

Residential 2,531 - 2.531 102 (39) 2,594 

Non-residential 4,544 42 4,586 184 (68) 4,702 
Common and preferred stocks 1,854 14 1,868 714 (72) 2,510 
Real estate (including foreclosed properties) 964 10 974 220 (44) 1,150 
Other invested assets 2,644 4 2,648 6 (1) 2,653 
Total 28,913 94 29,007 1,931 (691) 30,247 

$ $ $ $ $ $ 

1998 
Bonds 

Government — Canada 2,955 - 2.955 375 (2) 3,328 

Government — foreign Bros - 3,343 BS: - 3,866 

Corporate and other Ural 25 If oioye 852 (60) 8,144 
Mortgages 

Residential 2,461 - 2,461 Lat (1) 2,697 

Non-residential 3,840 50 3,890 EPA (1) 4,210 
Common and preferred stocks il ful 7s 16 Il fsie}s} 720 (70) 2,483 
Real estate (including foreclosed properties) 973 20 993 179 (70) 1,102 
Other invested assets ZA 4 2325 - - 2825 
Total 25,037 ERS 20,2 3,207 (204) 26,100 


Invested assets of the Company with a carrying value 
of $25,627 million ($22,003 million for 1998) and a fair 


shareholders’ equity and subordinated debentures of 


value totalling $26,660 million ($24,788 million for 1998) 
and the cash flows derived therefrom support the 
actuarial and other liabilities of the operating funds and 
the non-operating fund liabilities disclosed in note 8(c). 
Changes in the fair value of these assets generally will 
not cause a corresponding change in equity. 


Invested assets with a carrying value of $3,380 million 


($3,149 million for 1998) and a fair value totalling 
$3,587 million ($3,367 million for 1998) support the 
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the Company. Changes in the fair value of these assets 
would result in unrealized gains or losses, which 
would ultimately cause a corresponding change in 
shareholders’ equity. In addition, the Company has 
recorded net deferred realized gains relating to the 
sale of assets supporting shareholders’ equity of $183 
million ($316 million for 1998). These net deferred 
realized gains and the unrealized gains or losses will 
be amortized into retained earnings in the future 


in accordance with the accounting policies described 
in note 3(b). 


Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


The carrying value and fair value of bonds, by contractual maturity, at December 31, 1999 is as follows: 


Carrying value Fair value 
$ $ 
Due in one year or less 911 914 
Due after one year through five years 3,502 3,491 
Due after five years through ten years 3,292 3,304 
Due after ten years 8,695 8,929 
Total 16,400 16,638 
b) Provisions for losses 
The carrying values of impaired investments have been reduced by the following provisions for losses: 
1999 1998 
$ $ 
Bonds 16 a) 
Mortgages 38 40 
Common and preferred stocks 3 “| 
Real estate (including foreclosed properties) 12 23 
Other invested assets 1 1 
Total 70 96 
The change in the provisions for losses for the year is as follows: 
Provisions for losses, beginning of year 96 114 
Net decrease in provisions for losses on impaired investments (note 7(c)) (25) (20) 
71 94 
Effect of changes in currency translation rates (1) 2 
Provisions for losses, end of year 70 96 


The net decrease in provisions for losses on impaired investments includes write-offs on restructured investments of 


$1 million ($2 million for 1998). 


In addition to the above specific provisions, actuarial liabilities as at December 31, 1999 include $338 million 


($287 million for 1998) to provide for potential future asset defaults. 
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c) Net investment income 


1999 1998 
$ $ 
Interest 1,876 1583 
Dividends 66 61 
Net rents 82 68 
Amortized net gains from: 
Common and preferred stocks 178 180 
Real estate 20 10 
Bonds 101 vhe2 
Mortgages 10 7 
Foreign currency translation (note 3(e)) - 16 
Sundry 44 17 
Losses on impaired investments: 
Net decrease in provisions for losses on impaired investments (note 7(b)) 25 20 
Write-offs and net realized gains (losses) on sale of impaired investments (25) (29) 
Investment expenses (50) (41) 
Total 2,327 1,964 
d) Net deferred gains 


Net deferred gains are calculated in accordance with note 3(b) and include deferred realized gains and losses on the sale of 
investments. The balances are as follows: 


1999 1998 
$ $ 

Net deferred realized gains 
Bonds 958 928 
Mortgages 49 43 
Common and preferred stocks 341 408 
Real estate (22) 1 
Total 1,326 1,380 
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8. ACTUARIAL LIABILITIES 


a) Changes in actuarial liabilities 


1999 1998 
jak Non- Non- 
Participating —_ participating Total Participating participating Total 
ee Se ee ee A ee ee ee ee eee 
$ $ $ $ $ $ 
Balance, beginning of year 3,962 15,652 19,614 3452 14,460 17,912 
Set aside on new and existing business 365 727 1,092 386 555 941 
Net change resulting from revised 
assumptions and refinements used in 
calculating certain liabilities* (171) 212 41 (4) 124 120 
194 939 1,133 382 679 1,061 
Acquisition (note 6) 724 3,236 3,960 - - - 
Effect of changes in currency 
translation rates (85) (901) (986) 128 513 641 
Balance, end of year 4,795 18,926 23,721 3;962 15,652 19,614 


* Included in actuarial assumption changes for 1999 is a reserve release of $12 million related to economies of scale on 
the integration of past U.K. acquisitions. In accordance with the accounting policy described in note 3(j), this amount is 
offset by a reduction to goodwill and does not otherwise impact net income. Significant reserve increases included $158 
million with respect to compensation to certain U.K. pension policyholders under Phase II of the U.K. Financial Services 
Authority guidelines; $55 million for anticipated mortality improvement of U.K. annuity contracts and $23 million in 
respect of guarantees offered under Canadian Segregated Fund and U.S. Variable Annuity contracts. Partially offsetting 
these increases were reductions of $169 million in respect of certain individual life liabilities arising mainly from demutual- 
ization restructuring and $24 million related to lower expenses. Additionally, there was a further net reserve strengthening 
of $10 million in respect of various other items. 


Included in the actuarial assumption changes for 1998 is a reserve reduction of $37 million related to economies of scale 
on the integration of MetLife (U.K.) Limited. In accordance with the accounting policy described in note 3(j) this amount 

is offset by a reduction to goodwill and does not otherwise impact net income. Significant reserve increases included: 

$133 million for options on certain U.K. pension policies sold before 1984 which, due to declining interest rates, are much 
more costly to the Company; an increase of $94 million with respect to compensation to certain U.K. pension policyholders 
under Phase I! of the U.K. Securities Investment Board guidelines; and $67 million for anticipated mortality improvement 
on U.K. group annuity contracts. Partially offsetting these increases were reductions of $57 million related to lower 
expenses, reductions in margins for interest rate mismatches of $34 million and reductions in respect of life insurance 
mortality of $55 million. Additionally, there was a further net reserve strengthening of $9 million in respect of various 

other items. 
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b) Distribution of actuarial liabilities 


Participating Non-participating 
Individual Group 
Insurance life and life and 
and health health General 
annuities Annuities insurance insurance — insurance Total 
$ $ $ $ $ $ 
1999 
Canada 2,188 6,256 1,034 1,068 60 10,606 
United Kingdom 1,209 2,844 76 229 - 4,358 
United States 881 4,729 1,626 336 - 7,572 
Republic of Ireland 237 255 98 18 - 608 
international and Reinsurance 280 24 221 52 - 577 
Total 4,795 14,108 3,055 1,703 60 23,721 
$ $ $ $ $ $ 
1998 
Canada L793 5,570 598 800 57 8,823 
United Kingdom 1,109 2113 (45) 199 - 4,036 
United States 824 4,854 224 Sit - SpyeN gs) 
Republic of Ireland Zo 160 12g, 24 - 542 


International and Reinsurance - = . . uf nd 


1999 1998 

$ $ 

Canada 170 46 
United Kingdom 80 72 
United States 25 20 
Republic of Ireland 20 eo 
International and Reinsurance 106 - 
Total 401 ol 
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c) Carrying value of assets supporting each product line 


Operating Funds Equity, 
a subordinated 
Participating Non-participating debentures 
Life and health insurance and non- 
Insurance General Sie: Total 
and annuities Annuities Individual Group insurance liabilities* 1999 1998 
$ $ $ $ $ $ $ $ 
CANADA 
Bonds 1,410 3,062 738 tay 157 550 6,668 5,898 
Mortgages 433 2,826 161 325 9 10 3,764 5,001 
Common and preferred stocks 190 40 4 3 - 208 445 469 
Real estate (including 
foreclosed properties) 57 - - - > 447 504. 498 
Other invested assets 592 267 86 158 8 16 Us PAT 1,080 
All other assets ZO 4 116 109 58 355 667 456 
eee re 07 0 199 105 1,346 232) 1,586 313,175 5 11762 
UNITED KINGDOM 
Bonds 649 2,056 187 179 - 586 3,657 3,159 
Mortgages it 393 6 24 - 36 460 495 
Common and preferred stocks 283 319 2 33 - 157 804 673 
Real estate (including 
foreclosed properties) 70 175 be) 2h - 123 394 410 
Other invested assets 340 f31 8 18 - 199 696 827 
All other assets 14 169 7 8 - 219 417 497 
sor 3,243 225 283 - 1,320 6,428 6,061 
UNITED STATES 
Bonds 471 2,670 1,005 220 - 739 5,105 3,989 
Mortgages 258 1,990 392 144 - 18 2,802 2,493 
Common and preferred stocks 49 - - - - 184 233 393 
Real estate (including 
foreclosed properties) - 9 - - - 3 40 47 
Other invested assets 148 87 276 33 - 30 574 374 
All other assets 23 139 149 14 : 64 389 178 
949 4,895 1,822 411 - 1,066 9,143 7,474 
REPUBLIC OF IRELAND 
Bonds 146 164 90 24 - 104 528 604 
Mortgages 1 - - - - : 1 2 
Common and preferred stocks 116 119 12 - - 139 386 298 
Real estate (including 
foreclosed properties) 24 7 - - - 3 34 38 
Other invested assets 23 3 - (6) - : 20 44 
iments me ee 1B eee 
Seg 300 120 we - 261 1,024 987 
INTERNATIONAL AND REINSURANCE 
Bonds 246 - 65 t3i - - 442 : 
Mortgages 61 = 13 16 - - 90 ; 
Common and preferred stocks - : : 3 3 < s 3 
Real estate (including 
foreclosed properties) : - 2 5 : Fi 2 ‘ 
Other invested assets 98 (14) 70 if : 70 231 . 
ee eee eee ye 7 49 A ES 
432 Zo 199 202 - 102 958 - 
Total 5,766 14,660 3,471 2,264 ae 4,335 30,728 26,284 


* Non-operating fund liabilities include employee and agent retirement benefit liabilities and other miscellaneous liabilities of the Company. 
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9. BANK LOANS AND MORTGAGES ON REAL ESTATE 

Bank loans in the United Kingdom totalling $38 million 
as at December 31, 1998 were repaid during 1999. 


Mortgages on real estate amounting to $4 million 

($4 million for 1998) consist of a Canadian borrowing 
at a fixed rate of interest of 11.01% which is repayable 
in Canadian dollars in 2000. 


10. SUBORDINATED DEBENTURES 


Interest expense relating to bank loans was $4 million 
($3 million for 1998) and is included as part of interest 
expense in the Consolidated Statement of Net Income. 
Interest expense relating to mortgages on real estate was 
$0.3 million ($1 million for 1998) and is included in the 
net rents component of net investment income in the 
Consolidated Statement of Net Income. 


Maturity 1999 1998 

Issued in 1996: $ $ 
Subordinated debentures bearing interest at a fixed rate 

of 8% until 2006 and, thereafter, at a rate equal to the 

Canadian 90 day Bankers’ Acceptance Rate plus 1% 2011 250 250 
Issued in 1998: 
Series 1 subordinated debentures bearing interest at a 

fixed rate of 5.8% until 2008 and, thereafter, at a rate equal 

to the Canadian 90 day Bankers’ Acceptance Rate plus 1%* ZONES 200 200 
Series 2 subordinated debentures bearing interest at 

a fixed rate of 6.4%* 2028 100 100 
Total 550 550 


* These were converted into public debentures on December 11, 1999. 


At December 31, 1999, the fair value of the subordinated 
debentures was $536 million ($583 million in 1998). 


Subordinated debentures were issued by Canada Life. 
All of the above debentures constitute direct, unsecured 
and subordinated obligations of Canada Life and are 
redeemable at the option of Canada Life with the prior 


11. INCOME TAXES 
a) Income tax expense 


Income taxes are as follows: 


Income taxes - current 


- future 


approval of OSFI. The subordinated debentures qualify 
as Tier 2B capital for Canadian regulatory purposes. 


Interest expense relating to the subordinated debentures 
was $38 million ($21 million for 1998) and is included as 
part of interest expense in the Consolidated Statement of 
Net Income. 


1999 1998 
$ $ 
153 162 
(19) (102) 


a ee 


Total 
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b) Reconciliation of income tax expense 


The income tax expense is derived from the expected provision at the statutory rate as follows: 


1999 1998 
$ $ 
Net income before income taxes and after goodwill expense 454 148 
Expected provision for income taxes at the combined Canadian 
federal and provincial statutory rate of 44.25% (44.25% for 1998) 201 65 
Adjusted for: 
Tax-exempt investment income (15) C19) 
Foreign operations taxed at different rates and bases (77) (7) 
Investment income tax 10 10 
Large corporations and other capital taxes 3 3 
Recognition of tax losses of prior years - (6) 
Other 12 14 
Income tax expense 134 60 


c) Future income taxes 
Other assets and liabilities include future tax assets of $543 million ($190 million in 1998) and liabilities of $4 million 
($63 million in 1998) that arise from temporary differences on the following items: 


1999 1998 
Future tax Future tax Future tax —~=«*Future tax 
assets liabilities assets liabilities 
$ $ $ $ 
Investments 51 - Ihe - 
Actuarial liabilities - 30 4 - 63 
Employee future benefits 67 - 5s - 
Loss carryforwards 202 - 29 - 
Deferred acquisition costs 152 - 90 - 
Other 41 - 3 - 
Total 543 4 190 63 
12. OTHER LIABILITIES 
Other liabilities are comprised of the following items: 
1999 1998 
$ $ 
Current income taxes 123 128 
Premium taxes 9 10 
Future tax liabilities SL 63 
Accounts payable 394 410 
Employee future benefits (note 3(g)) 166 204 
Other ; 222 253 
ce | em nai... 


‘tee 
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13. PARTICIPATING ACCOUNT 

The Act requires the Company to maintain two accounts 
within its General Fund: one for its participating policies 
(the “participating account”) and one for all of its other 
business (the “shareholders’ account”). Through its 
participating account, the assets, liabilities, income and 
surplus relating to the Company’s participating policies 
are recorded separately. This permits the Company 

to determine dividends on its participating policies 
based on the experience of the account relating to 
those policies only. 


As part of demutualization, the participating account 
was restructured to reflect the establishment of three 
sub-accounts: a “closed block sub-account”, an “ancillary 


sub-account” and a “new business sub-account”. 


(i) The closed block sub-account is comprised of the 
liabilities for guaranteed benefits, expenses and taxes, 
including riders or supplementary benefits, policyhold- 
ers’ reasonable expectations for dividends and other 
non-guaranteed benefits determined using best 
estimate assumptions. The closed block sub-account 
was created for eligible participating policyholders as 
at the date of demutualization. These amounts were 
estimated to be $2,913 million at December 31, 1999. 
The closed block sub-account established at demu- 
tualization is for the protection of policyholders’ 
reasonable expectations and is for the sole benefit 
of the policyholders of the closed block. Therefore, 
closed block sub-account assets are not available 
to the shareholders’ account. If at any time the 
value of the assets allocated to the closed block 
sub-account were, in the opinion of the Appointed 
Actuary, less than the assets required to support the 
liabilities, assets having a sufficient value to rectify the 
situation, will be transferred first from the ancillary 
sub-account and then, if such deficiency was 
expected to be permanent, from the shareholders’ 
account. Any such transfers from the shareholders’ 
account would be recorded as a charge to net income 
attributable to the shareholders’ account. 
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(ii) The ancillary sub-account represents the margins for 
adverse deviation in respect of participating policies 
including riders or supplementary benefits, referred 
to in (i) and liabilities for guaranteed benefits in 
respect of participating Canadian group life policies 
issued or assumed by the Company prior to 
demutualization. These amounts are determined 
by the Appointed Actuary and were estimated to 
be $326 million at December 31, 1999. Assets which, 
in the opinion of the Appointed Actuary, are in 
excess of those required to support the ancillary sub- 
account liabilities will be transferred periodically 
from the ancillary sub-account to the ‘shareholders’ 
account. Such amounts will be recorded as income 
attributable to the shareholders’ account. For the 
period November 5, 1999 to December 31, 1999, 
$3 million was transferred from the ancillary 


sub-account to the shareholders’ account. 


(iii) The new business sub-account is comprised of 
all liabilities, in respect of new participating 
policies issued on or after demutualization. On 
demutualization, $50 million of seed capital was 
transferred from the retained earnings of the 
shareholders’ account to the new business 
sub-account, and subsequent transfers will be 
made, if necessary, to ensure that the assets allocated 
to the new business sub-account are sufficient to 
support the future participating policies, including 
riders or supplementary benefits, arising from this 
sub-account in the five year period subsequent to 
demutualization. A percentage of the earnings of 
the new business sub-account may be transferred 
to the shareholders’ account as permitted by 
regulation. Subject to approval by OSFI, the seed 
capital amount together with a reasonable rate of 
return may be transferred to the shareholders’ 
account once the value of the assets allocated to 
the new business sub-account exceeds the value, in 
the opinion of the Appointed Actuary, required to 
provide for the new business sub-account liabilities. 
Transfers of seed capital to the shareholders’ 
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account would be returns of capital and would be 
recorded as adjustments to shareholders’ retained 
earnings. A reasonable rate of return on seed 
capital will be recognized as income in the 
shareholders’ account and an expense in the 
participating account. 


In addition, prior to demutualization the Company 
had established several closed blocks in respect of 
participating policyholder business previously 
acquired from other companies. These closed blocks 


will continue to operate as they did prior to demutu- 


142,260,807 common shares were issued to eligible 
policyholders for nil proceeds. Certain eligible 
policyholders, in turn, elected to sell their shares in 
a secondary offering facilitated by the Company at 
the date of demutualization. The Company received 
no proceeds from this secondary offering. 


14,227,480 common shares were issued in an initial 
public offering for proceeds of $249 million. Of this 
amount, $234 million was used to fund payments 

to those eligible policyholders who were required to 


receive cash, to contribute to Canada Life an 


alization. The total liabilities related to these closed 
blocks was $1,447 million at December 31, 1999. 


amount sufficient to fund policy credits for those 
policyholders required to receive policy credits 
and to fund payments to Canadian resident eligible 
14. SHARE CAPITAL policyholders who elected to sell their shares at the 
date of demutualization. The remainder of the 

a) Authorized: 

(i) Preferred shares 


There are an unlimited number of non-voting 


proceeds were used, amongst other things, to help 
pay for the costs of demutualization. 
Number of shares Share value 


authorized preferred shares without nominal or par Issued and outstanding: 


value, issuable in series. The by-law authorizes the $ 
Balance, beginning of year - - 
Shares issued at 


Board of Directors, prior to the issue of any series of 
preferred shares, to fix the number of shares in, and 


to designate the rights, privileges, restrictions and demutualization 156,488,287 249 

conditions of each series, subject to the provisions Shares issued to 

of the Company’s by-laws and the Insurance underwriters under an 

Companies Act (Canada) (the “Act”). over allotment option” 3,900,000 68 
Balance, end of year 160,388,287 Sly. 


(ii) Common shares 
There are an unlimited number of authorized voting 


common shares. 


* The Company granted the underwriters an option, exercisable 
for a period of 60 days after the date of demutualization to 
purchase up to 3,900,000 common shares from treasury 
at a price of $17.50 per common share. This option was 

(b) Issued and outstanding: exercised for the entire amount on December 15, 1999. 

(i) Preferred shares 


; The Company’s legal stated capital at the date of 
No preferred shares are presently issued or outstanding. 


demutualization was approximately $2.7 billion. 


(ii) Common shares 
On November 4, 1999, the Company issued 156,488,287 
common shares from treasury in order to effect the 
demutualization and to raise additional capital. 
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Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


15. EARNINGS PER SHARE 


For the period November 5 to December 31, 1999 
Net income before goodwill expense 

attributable to common shareholders 89 
Net income attributable to 

common shareholders 72 
Weighted daily average number 


of common shares outstanding 157,672,216 
Basic earnings per common share 

excluding goodwill expense 0.56 
Basic earnings per common share 0.46 


Pro forma earnings per share for the year ended 
December 31, 1999 excluding and including goodwill 
expense was $2.24 and $2.00, respectively. Pro forma 
earnings per share has been calculated assuming shares 
issued during the year were issued January 1, 1999 and 
net income attributable to shareholders was $321 million. 


16. MINIMUM CAPITAL REQUIREMENTS AND RESTRICTIONS 

The Company is regulated by OSFI as a Canadian 
insurance company. OSFI requires Canadian insurance 
companies to maintain minimum levels of capital and 
surplus with respect to their worldwide insurance 
operations in order to provide additional assurance with 
respect to future solvency. These minimum levels are 
calculated in accordance with the Minimum Continuing 
Capital and Surplus Requirements (“MCCSR”) issued 
by OSFI. The Company’s policy is to maintain a 
MCCSR ratio well in excess of the minimum required 
level. At the end of 1999 the ratio was estimated to be 
190%. The 1998 ratio was 212%. 


92 Canada Life Financial Corporation 1999 Annual Report 


The Company's United States operations must also meet 
minimum Risk Based Capital requirements, which are 
similar in nature to the Canadian MCCSR. In each of 
the United Kingdom and the Republic of Ireland, the 
Company's operations must meet solvency requirements, 
which require admissible assets to exceed liabilities 
plus a minimum margin. The Company exceeds the 
minimum surplus and solvency requirements in all of 
the foreign jurisdictions in which it operates. The 
Company maintains sufficient assets in each jurisdiction 
to meet both its policyholder obligations and local 
minimum surplus and solvency requirements. 

The Company’s ability to meet its cash requirements 
and pay dividends on the common shares will depend 
upon the receipt of dividends and other payments from 
Canada Life. Canada Life’s insurance subsidiaries and 
branches are required to maintain solvency and capital 
standards in the jurisdictions in which they operate. 
These regulatory standards may effectively restrict the 
amount of dividends, distributions or other payments 
that may be made by such subsidiaries and branches to 


Canada Life and to the Company. 


17. EMPLOYEE FUTURE BENEFITS 

Based on the most recent actuarial valuations, the 
Company's pension plans and other post-retirement 
benefit arrangements as described in note 3(g) have 
projected benefit liabilities of $865 million in 1999 
($720 million in 1998). 


The fair value of the assets supporting these pension and 
other post-retirement benefit arrangements as at December 
31, 1999 was $1,389 million ($1,200 million in 1998). 


Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


18. OPERATING LEASE COMMITMENTS 

The Company has contractual obligations in respect 
of rents payable on leased premises and equipment 
as follows: 


Year ended December 31 


$ 
2000 46 
2001 39 
2002 32 
2003 28 
2004 33 
Subsequently 162 
Total 340 


Rent expense incurred for the years ended 
December 31, 1999 and 1998 was $43 million and 
$38 million, respectively. 


19. SEGMENTED INFORMATION 

a) Basis of segmentation 

The Company manages its business and distributes 
its General Fund and Segregated Funds insurance 
and annuity products through operating divisions in 
Canada, the United Kingdom, the United States, the 
Republic of Ireland and, newly established in 1999, 
an International and Reinsurance division. Each 
operating division includes branch operations 
and/or subsidiary companies and is organized to 
meet the needs of local markets and is responsible 


for its own product functions. 


The operating divisions are charged overhead costs for 
head office corporate functions using cost allocations 
based on services provided. In addition, the operating 
divisions share in the net earnings from the surplus 
assets maintained by the Company. Each division’s 
share is based on internal rates of return for the division 
applied to its required capital level which is determined 
based on its MCCSR. 


b) Reportable information 

The Company’s primary sources of revenue are: 

* premium income derived from life and health 
insurance products that provide protection against 
mortality and morbidity risks, a limited range of 
general insurance products, consisting primarily 
of home and automobile policies in Canada, and 
annuity products which provide asset accumulation 
or wealth management benefits; 

e net investment income; and 

¢ fee income derived from investment 


management services. 
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Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) International 


United United Republic and 
Canada Kingdom States of Ireland Reinsurance Total 
$ $ $ $ $ $ 
1999 
General Fund 
Revenues 
Premium income 
Participating insurance and annuities 318 be 283 74 46 833 
Non-participating: 
Annuities 57d 497 466 50 - 1,584 
Individual life and health insurance 190 238 130 Zoe 18 808 
Group life and health insurance Tks) 178 321 9 54 1,277 
Reinsurance - - - - 202 202 
General insurance AL, - - - - 117 
Lou O25 1,200 365 320 4,821 
“Net investment income 1,011. £515 659 42.179  &4263 2,327 
Fee income i27 EOS 18 51 4 393 
3,049 1/33 STZ. 495 387 7,541 
Expenditures 
Payments to policyholders 
and beneficiaries 2,078 640 1,613 173 246 4,750 
Increase (decrease) in 
actuarial liabilities 289 675 (47) 187 29 1,133 
Commissions 93 1 81 34 61 344 
General expenses 354 E5/ 124 66 22 723 
Premium taxes oy - i3 3 4 57 
Interest expense 38 3 - - 1 42 
2,889 tose) 6) 1,784 463 363 7,049 
Net income before income taxes 
and goodwill expense 160 183 93 32 24 492 
Income taxes 70 ee 31 4 7 134 
Net income before goodwill expense 90 161 62 28 ly 358 
Goodwill expense 2 33 Z - J 38 
Net income 88 128 60 28 16 320 
Net income: 
Net income prior to demutualization 99 Td 4] 18 14 249 
Net income subsequent to 
demutualization attributable to: 

Participating policyholders* - - : (1) E (1) 
Shareholders City ay 19 tl uz a 
slotalassetsce Fy KP Leo went ee a a saan | oan "lr esa 
Participating* ZH k olay 949 321 432 5,766 
Non-participating 10,468 OAL 8,194 703 526 24,962 
“SeguegaedFundsa fc ae). eke) 1.) =) 1) ae 
Premiums 1,466 914 144 ea - 2,737 
Total assets 7,648 LASS 1,026 Wy47 Bl 21,875 


* Of the total participating actuarial liabilities at December 31, 1999, approximately 91% represents the closed block sub-account. 
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Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 
(in millions of Canadian dollars) 
International 


United United Republic and 
Canada Kingdom States of Ireland Reinsurance Total 
$ $ $ $ $ $ 
1998 
General Fund 
Revenues 
Premium income 
Participating insurance and annuities 2/3 Tit p22 f2 - 778 
Non-participating: 
Annuities pol 413 464 63 - 1,491 
Individual life and health insurance 143 299 35 186 - 663 
Group life and health insurance 472 156 291 8 - 927 
General insurance 24 - - - - 1771 
1,560 979 112 329 - 3,980 
Net investment income 904 456 552 72 - 1,964 
Fee income dal 156 ital 53 - 334 
MeN he) Poot 1655 454 - 6.275 
Expenditures 
Payments to policyholders 
and beneficiaries Loa, 705 1,359 161 - 4,002 
Increase (decrease) in 
actuarial liabilities 266 651 (7) 1a - 1,061 
Commissions 61 67 78 38 - 244 
General expenses 285 217 123 65 . 690 
Premium taxes 28 - 13 3 . 44 
Interest expense Zi 3 - - - 24 
2,438 1,643 1,566 418 - 6,065 
Net income (loss) before income 
taxes and goodwill expense eo, (52) 89 36 - 210 
Income taxes (recovery) 64 (37) 29 4 - 60 
Net income (loss) before 
goodwill expense 73 (15) 60 32 - 150 
Net income (loss) I3 (77) 60 S32 - 88 
Total assets 119762 6,061 7,474 987 - 26,284 
Segregated Funds 
Premiums 985 778 182 17s - 2,118 
Total assets 5,674 107379 833 1,786 ~ ALB,Ore 
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Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


20. DERIVATIVE FINANCIAL INSTRUMENTS 

The Company is party to various derivative financial 
instruments, not all of which are reflected in the 
Consolidated Balance Sheet. Derivative financial 
instruments are financial contracts that derive their 
value from that of the underlying financial assets, 
interest rates, foreign currency rates or stock/bond/ 


commodity indices. 


Derivative financial instruments are either negotiated 

over-the-counter (“OTC”) as a direct arrangement 

between two counterparties or traded on a regulated 

exchange. Derivative financial instruments include: 

* options which are contracts giving the holder, for a 
fee, the right, but not the obligation, to buy or sell 
within a limited time the underlying financial asset 


at a contracted price; 
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e futures and forwards which impose obligations on the 
contracting parties to buy or sell at a future date a 
specified underlying financial asset at a specified 
price, and which may be settled in cash or through 
delivery; and 

* swaps which are contracts obligating two parties to 
exchange a series of cash flows at specified intervals in 
the future. 


The following table summarizes the notional amount, 
the fair value and the credit risk exposure of the 


Company’s derivative financial instruments: 


Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


Interest rate Foreign exchange Other Total 
contracts* contracts contracts*** contracts 
Futures Swaps Forwards** Swaps 
$ $ $ $ $ $ 
1999 
Notional amount by term to maturity 
Exchange traded: 
Less than 1 year 666 . - - 14 680 
Over the counter: 
Less than 1 year - 55 948 28 86 1,117 
1 to 5 years - 255 - 121 - 376 
Over 5 years - 1,059 - 1,012 : 2,071 
Total 666 1,369 948 1,161 100 4,244 
Fair value - 22 19 10 (6) 45 
Credit risk exposure 
Maximum credit risk - 64 20 36 2 122 
Potential future credit exposure - ney 10 82 5 114 
Credit equivalent amount - 81 30 118 7 236 
Risk weighted amount - 25 6 46 2 79 
$ $ $ $ $ $ 
1998 
Notional amount by term to maturity 
Exchange traded: 
Less than 1 year Fare - - - - L7 1 
Over the counter: 
Less than 1 year - 136 ibalste: 9 192 1,475 
1 to 5 years - 202 - 145 - 347 
Over 5 years - 1,014 - 949 - 1-963 
ict eee et 71 13520 ue 1.138. 2,103. 92 Fae: 
Fair value - 74 (4) (98) (20) (48) 
Credit risk exposure 
Maximum credit risk z 81 5 3 1 90 
Credit equivalent amount - 97 16 82 i3 208 


* The Company has purchased options to enter into interest rate swaps to hedge the exposure of adverse movements in interest rates. 
The notional amount for 1999 was $896 million ($1,060 million for 1998). ; 
** The Company makes use of forward foreign exchange agreements to hedge the exposure of its investment in foreign operations against adverse 
movements in foreign exchange rates. The notional amount for 1999 was $891 million ($1,111 million in 1998). 
** The Company makes use of options and equity return swaps to hedge a portion of its stock portfolio against adverse movements in the 
stock markets. The notional amounts for the options and the equity return swaps for 1999 were $73 million and $12 million, respectively 
($76 million and $116 million, respectively, in 1998). 
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Notes to the Consolidated Financial Statements 


For the years ended December 31, 1999 and 1998 


(in millions of Canadian dollars) 


Definition of terms used in this table: 

a) Notional amount reflects the volume of the Company’s 
investment in derivative financial instruments. It represents 
the amount to which a rate or price is applied to calculate 
the exchange of cash flows. The amount at risk inherent in 


these contracts is significantly less than the notional amount. 


b) Fair value of a derivative financial instrument is equivalent 
to the replacement cost. Fair value is an estimate of the value 
at which derivative instruments could be exchanged between 
willing parties, other than in a forced or liquidation sale. 
When available, quoted market prices are used for derivative 
financial instruments. In all other cases, fair values are based 
on present value estimates of the future cash flows. The fair 
values stated above represent the net of contracts in a receiv- 


able position and those in a payable position. 


c) Credit risk exposure reflects the potential loss due to 
defaults by the counterparties with which the Company 
is dealing. Credit risk is comprised of the following 
components, which have been determined in accordance 
with guidelines provided by OSFI: 

(i) Maximum credit risk represents the cost of replacing, 
at current market rates, all contracts, which have a 
positive fair value, should the counterparty default. 
Since no loss related to credit risk is incurred for 
derivative contracts with a negative fair value, only 
positive fair values are considered to be at risk. 

(ii) Potential future credit exposure quantifies the 
potential for future losses, which may result from 
future movement in market rates. 

(iii) Credit equivalent amount is the sum of maximum 
credit risk and the potential future credit exposure 
reflecting the loss which would be incurred by the 
Company should a counterparty default on a derivative 
contract either now, or at some time in the future. 

(tv) Risk weighted amount estimates actual credit risk 
for a derivative financial instrument by applying a 
weighting factor based on the credit worthiness of the 
counterparty against the credit equivalent amount. 


d) Other contracts include equity return swaps, collars and 
stock options. 
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21. CONTINGENT LIABILITIES 

a) Legal proceedings 

The Company has, in the normal course of business, a 
number of outstanding lawsuits. The aggregate liability, 
which may result from these lawsuits, is not considered to 


be a material amount. 


In addition, actions have been commenced against the 
Company in Canada relating to the sale of whole life 
insurance policies on the basis that dividends would be 
used to pay future premiums. Three of these actions have 
been filed in Ontario, Quebec and British Columbia by 
plaintiffs seeking to have the actions certified as class 
actions. To date, none of these actions have been certified 
as class action lawsuits. Because the actions are still at a 
preliminary stage, the Company is unable to assess whether 
they will have a material impact on these Consolidated 
Financial Statements. 


b) Prior pension sales in the United Kingdom 

In the United Kingdom, life insurance companies are 
required by the U.K. regulators to compensate policyholders 
who previously acquired personal pension products offered 
by such companies in situations in which they could 
otherwise have remained in or joined employer-sponsored 


pension plans and who suffered a financial loss as a result. 


The Company provided a liability of $118 million as at 
December 31, 1998. During 1999 an additional provision 
was made for $158 million as described in note 8(a). This 
was Offset by net reductions relating primarily to payments 
to policyholders during the year and other adjustments of 
$37 million. The liability as at December 31, 1999 was 

$239 million. These amounts are net of estimated recoveries 
from vendors of the businesses acquired by the Company in 
the United Kingdom. This liability is based on management's 
current estimate and the amount of the actual compensation 


to policyholders may vary from this amount. 


22. COMPARATIVE FIGURES 
The 1998 comparative figures have been reclassified to 
conform to presentation changes adopted in 1999. 


Appointed Actuary’s report 


To the Policyholders, Shareholders and Directors of Canada Life Financial Corporation: 


I have valued the policy liabilities of Canada Life Financial Corporation for its Consolidated Balance Sheet as at 
December 31, 1999 and their change in its Consolidated Statement of Net Income and the Consolidated Statement of 
Equity for the year then ended in accordance with accepted actuarial practice, including selection of appropriate 
assumptions and methods. 


In my opinion, the amount of policy liabilities makes appropriate provision for all policyholder obligations and the 
Consolidated Financial Statements fairly present the results of the valuation. 


Y 


Toronto, Canada D. A. Loney 
February 7, 2000 Fellow, Canadian Institute of Actuaries 


Auditors’ report 


To the Shareholders of Canada Life Financial Corporation: 


We have audited the Consolidated Balance Sheets of Canada Life Financial Corporation as at December 31, 1999 and 
1998 and the Consolidated Statements of Net Income, Equity, Cash Flows and Changes in Segregated Funds for the 
years then ended. These financial statements are the responsibility of the Company's management. Our responsibility 


is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 


by management, as well as evaluating the overall financial statement presentation. 
In our opinion, these Consolidated Financial Statements present fairly, in all material respects, the financial position 
of the Company and of the Segregated Funds as at December 31, 1999 and 1998 and the results of its operations and 


its cash flows and changes in Segregated Funds for the years then ended in accordance with generally accepted 
accounting principles including the accounting requirements of the Superintendent of Financial Institutions Canada. 


Ernet ¥ MEW Lip 
Toronto, Canada 


February 7, 2000 Chartered Accountants 
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Six Year review 


(in millions of Canadian dollars) 


1999 1998 1997 1996 1995 1994 
$ $ $ $ $ $ 
FINANCIAL POSITION 
Assets under administration 
General Fund 30,728 26,284 23,503 22,341 20,654 19,632 
Segregated Funds 21,875 18,672 16,136 9,388 Uo fiks: Behl: 
52,603 44,956 39,639 Sey Z9 28,372 24,945 
Other assets under administration* 2,526 evi Srobs 3,206 3,620 S720 
55,129 ANT SIS)3} 42,992 34,935 31,992 28,665 
Equity** 
Policyholders' equity - 2,694 2,631 PENG 2,146 1,976 
Participating policyholders' equity 47 - - - = = 
Shareholders’ equity 2,830 - - = - 3 
2,877 2,694 2.65) 2.305 2,146 1,976 
Premiums 
General Fund 
Participating insurance and annuities 833 778 639 563 509 450 
Non-participating: 
Annuities 1,584 1,491 1,394 1,446 1,400 1,718 
Individual life and health insurance 808 663 340 230 199 Iks}s! 
Group life and health insurance 1,277 927 826 769 626 57Z 
Reinsurance 202 - - - - - 
General insurance 117 WII 116 114 104 Wie 
4,821 3,980 3,315 Sali2Z. 2,838 2,945 
Segregated Funds 2,737 ZHULS 1,944 iS! 988 878 
7,558 6,098 be2 59 4,476 3,826 S7o25 
GENERAL FUND OPERATING RESULTS 
Net investment income 2,327 1,964 1,842 1,734 F653 1,480 
Fee income 393 Boil 231 191 160 140 
Commissions 344 244 203 178 146 130 
General expenses 723 690 489 453 435 B33 
Net income before goodwill expense 358 150 286 230 181 We 
Net income after goodwill expense 320 88 266 pS) 170 Vie 
BUSINESS STATISTICS 
Life insurance in force 
- sum assured: 
Individual 125,193 83,339 They Ae) 64,479 58,902 49,099 
Group 245,115 217,788 184,797 166,128 131,538 121719 


370,308 SOlP27 260,007 230,607 190,440 170,818 
Annuities in force 
- actuarial liabilities: 


Individual 5,968 5,507 5,300 5,347 5,216 4,842 
Group 8,528 7,964 1,235 7,453 JeeeG 7,497 
14,496 13,471 12;539 12,800 12,452 12,339 
Segregated Funds 15,785 espe e ys) 115399 U8) 6,137 4,322 
30,281 26,636 23,984 20,350 18,589 16,661 

Notes: 


The 1994 to 1998 comparative figures have been reclassified, where appropriate, to conform to the presentation adopted in 1999. 

* The 1998 and 1997 figures include 100% of the assets managed by INDAGO Capital Management Inc. in which the Company 
owns a 50% equity interest (100% in prior years). In 1999, INDAGO Capital Management Inc. merged with Laketon Investment 
Management Ltd. under the Laketon Investment Management Ltd. name. The 1999 figure includes 35% of the third party assets 
managed by Laketon Investment Management Ltd., which represents the Company's equity interest in the newly merged entity. 

** The 1998 opening policyholders’ equity has been restated to reflect the change in accounting policy for future income taxes. 
The 1997 and prior years’ figures have not been restated for this change. 
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Shareholder dividends 


The declaration and payment of dividends by the Company are at the discretion of the Board of Directors. 
Commencing in the first quarter of 2000, the Board of Directors anticipates declaring dividends in a range that is 
similar to those paid by North American public life insurance companies. The Board of Directors currently intends 
that any such dividends will be paid quarterly out of shareholders’ equity. 
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Corporate Governance 


Canada Life Financial Corporation (“the Company”) was incorporated in 1999 to hold the securities of The Canada Life 
Assurance Company (“Canada Life”). It carries on no business, and its only activities are related to its holdings of 
Canada Life. Its Board of Directors is identical to that of Canada Life. Thus the processes and structures to direct and 
manage the business and affairs of the Company, including appropriate corporate governance practices, are primarily 
instituted through Canada Life. 


The Company recognizes that maintenance of high standards of corporate governance by its Board of Directors and manage- 
ment is essential to sound business operations throughout the corporate group. The Company is committed to the regular 
evaluation of internal controls to ensure that best practices are applied where necessary and appropriate. The Board leads 
this effort through the Corporate Governance Committee, which continually reviews developments in corporate governance. 
The Board is supported by vigilant management supervision, largely implemented through Canada Life, internal and 
external audits and examination by the Office of the Superintendent of Financial Institutions. 


COMPOSITION OF THE BOARD 

The Board of Directors has representation from across Canada, the United Kingdom and the United States. The Board is 
comprised of proven leaders in a diverse group of professions and industries. At December 31, 1999, there are 15 Directors 
on the Board. The Directors believe this to be a satisfactory number at present, for effective oversight of management due to 
the breadth and depth of appropriate experience and skill represented by the Board members. Only two Directors — the 
Chairman, President and Chief Executive Officer, and the former Chairman — are related to the Company. 


Evaluation of potential candidates for election to the Board is spearheaded by the Corporate Governance Committee and, subject 
to regular assessments of qualifications, the normal retirement age for directors is 70. New recruits to the Board participate in an 
orientation and education program that includes individual meetings with members of senior management. 


CHAIRMAN OF THE BOARD 

The dual role of D.A. Nield as Chairman of the Board and Chief Executive Officer does not, in the opinion of the Board, 
impair its ability to function independently of management. This opinion is based on the high proportion of unrelated 
directors on the Board and the fact that the Board meets regularly without the Chairman present under the leadership of 
the Chairman of the Corporate Governance Committee. 


COMPENSATION OF THE BOARD 

Directors’ compensation is annually benchmarked against the Company’s Canadian peers. The Corporate Governance 
Committee makes recommendations to the Board on the amount and form of compensation. These procedures ensure that 
compensation is adequate and that it realistically reflects the responsibilities and risks involved in being an effective Director. 


ASSESSMENT OF THE BOARD 

Through the Corporate Governance Committee, a regular Director’s Survey is taken, concerning corporate governance 

policies and practices. Input from the survey is used to update and refine the Company’s corporate governance. The Corporate 
Governance Committee annually makes an assessment of the Board’s effectiveness in fulfilling its responsibilities. 


ADVISORS TO THE BOARD 
The Board has established a system that enables the Board, Committees and individual Directors to engage an outside 


advisor at the expense of the Company in appropriate circumstances. The engagement of an outside advisor is subject to the 
approval of the Chairman of the Corporate Governance Committee. 


ROLE OF THE BOARD 


The Board of Directors is responsible for the stewardship of the Company. Its broad goal is to enhance long-term shareholder 
value, and it makes all major policy decisions for the Company. The Board’s main functions are principally derived from the 
mandate of the Canada Life Board and include: 


* reviewing and approving strategic plans and financial objectives and overseeing their implementation 
* reviewing and considering the Company’s principal risks and ensuring that they are appropriately managed 


* ensuring the integrity and effectiveness of the Company’s internal control and management information systems, and its 
shareholder communications policies 


* reviewing and approving quarterly and annual financial statements 
* reviewing and approving shareholder dividend policy 
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ROLES OF BOARD COMMITTEES 
The Committees through which the Board fulfills certain of its responsibilities are identical to those of Canada Life. They are 
composed predominantly of outside directors and they perform the duties identified in formal mandates. 


The Corporate Governance Committee addresses corporate governance matters pertaining to the Board of Directors and 

the shareholders. The Committee: : 

¢ recommends suitable candidates for election to the Board of Directors 

* reviews and recommends improvements to the Company’s approach to corporate governance matters, including terms 
of reference and membership of Board Committees, mechanics of Board and Committee meetings and compensation 
of the Board 

¢ assesses the Directors on an ongoing basis 


All but one member, the former Chairman of the Board of Canada Life, are unrelated to the Company. 


The Audit Committee ensures that effective internal control procedures are in place and managed, and reviews, evaluates 
and approves those procedures. The Committee: 


* reviews the quarterly and annual financial statements and returns of the Company 

* reviews press releases on major developments before they are issued 

* reviews and provides direction on major transactions and corporate projects 

¢ discusses specific issues directly with internal and external auditors and the actuary as it considers appropriate 


All members are unrelated to the Company. 


The Human Resources Committee ensures that effective compensation policies are in place to retain and properly deploy 
high-caliber officers and employees. The Committee: 


* sets the compensation and employee benefit policies of the Company 

* assesses performance and reviews compensation of the Chief Executive Officer 
* reviews all senior management appointments and compensation 

* reviews management succession planning, organization and structures 


All but one member, the former Chairman of the Board of Canada Life, are unrelated to the Company. 


The Conduct Review Committee ensures that effective procedures are in place and are followed for dealing with related 
party transactions and other important aspects of corporate conduct. The Committee: 


¢ reviews and monitors the procedures established by management for the review of transactions with related parties 
of the Company 

* reviews management practices to ensure that material transactions with related parties are identified 

* reviews and recommends to the Board procedures to identify and resolve conflicts of interest, and procedures to restrict 
the use of confidential information 

¢ monitors the conflict of interest and confidential information procedures established by the Board 


All members are unrelated to the Company. 


COMMUNICATION WITH SHAREHOLDERS 

The Company is committed to equal and fair treatment of all shareholders, regardless of the size of their holdings. In 
addition to public disclosure documents that are filed with regulatory authorities, the Company regularly communicates 
with shareholders through its website, quarterly reports, its annual report and press releases, and other means. 


The Company responds promptly to all shareholder inquiries through its Investor Relations department and transfer 
agent. Suggestions from shareholders are forwarded to the appropriate person. Questions from the public are addressed 
additionally by the Corporate Communications department. The public can also communicate with the Company 
through its website. 
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Board of Directors 


David A. Nield 

Chairman of the Board, 

President and Chief Executive Officer 
Canada Life Financial Corporation 
Toronto, Ontario, Canada 


James C. Alfano 
President & Chief Executive Officer 
Stelco, Inc. 

Hamilton, Ontario, Canada 


George S. Bain 
President and Vice-Chancellor 
The Queen's University of Belfast 
Belfast, Northern Ireland 


Angus A. Bruneau 
Chairman 

Fortis Inc. 

St. John's, Newfoundland, Canada 


Edward H. Crawford 


Former Chairman 
The Canada Life Assurance Company 
Toronto, Ontario, Canada 


Graham R. Dawson 
President 

G. R. Dawson Holdings Limited 
Vancouver, British Columbia 
Canada 


John R. Hall 
Former Chairman 

and Chief Executive Officer 
Ashland Oil, Inc. 

Ashland, Kentucky, U.S.A. 


Michael L. Hepher 
Former Chairman 
Charterhouse, plc 
London, England 
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HONORARY DIRECTORS 


David W. Barr 

Donald G. Campbell, F.C.A. 
Nathanael V. Davis 

Russell E. Harrison 


John L. McCarthy 


Beryl A. Plumptre 

The Right Honorable 

Robert L. Stanfield, P.C., Q.C. 
William P. Wilder 


Monique Jér6me-Forget 
Member of the Quebec National Assembly 
Riding of Marguerite-Bourgeoys 
Montreal, Quebec, Canada 


David W. Kerr 

President and Chief Executive Officer 
Noranda Inc. 

Toronto, Ontario, Canada 


David W. Lay 

Corporate Director 

Former Deputy-Chairman and Director 
First Place Tower Inc. 

Toronto, Ontario, Canada 


Diane E. McGarry 


President, 


North American General Markets Operations 


Xerox Corporation 
Stamford, Connecticut, U.S.A. 


Cedric E. Ritchie 


Corporate Director, 

Former Chairman of the Board 
and Chief Executive Officer 
The Bank of Nova Scotia 
Toronto, Ontario, Canada 


T. Iain Ronald 


Corporate Director, 

Former Vice-Chairman 

Canadian Imperial Bank of Commerce 
Toronto, Ontario, Canada 


Arthur R. A. Scace 


Former Chairman 
McCarthy Tétrault 
Toronto, Ontario, Canada 


Sir Donald Barron 
John H. C. Clarry, M.B.E., Q.C. 
Gerard Filion, C.C. 
Laura L. Legge, Q.C. 
Ellmore C. Patterson 
Judson W. Sinclair 
Richard L. Terrell 


summary of attendance 


For the period August 11* — December 31, 1999 
Conduct Corporate Human 
Board Audit Review Governance Resources 
Directors Meetings Committee Committee Committee Committee 
James C. Alfano 
George S. Bain 
Angus A. Bruneau 
Edward H. Crawford 
Graham R. Dawson 
John R. Hall 
Michael L. Hepher 
Monique Jéréme-Forget 
David W. Kerr 
David W. Lay 
Diane E. McGarry 
David A. Nield 
Cedric E. Ritchie 
T. lain Ronald 
Arthur R.A. Scace 
Total Number of 
Meetings Held 8 1 OF On oO** 
* August 11, 1999, was the date of the first Board meeting 
* No other Committee meetings were held during 1999 


00! 00" SJ, 00 SIO Cr, (00 00) Ot 00 = OS oie) 
Pee pe 


Board committees 


As of December 31, 1999 
AUDIT HUMAN RESOURCES CONDUCT REVIEW CORPORATE GOVERNANCE 
Ronald (Chairman) Ritchie (Chairman) Jéréme-Forget (Chairman) Scace (Chairman) 
Bruneau Crawford Dawson Bain 
Jér6me-Forget Hall Hepher Crawford 
Kerr Ronald Dawson 
Lay Scace McGarry 
McGarry 
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enor management 


See TaN 


William L. Acton 
ESANECTA 


Executive Vice-President and Director 


Canadian Division 


Diane Barsoski 
B.Sc., B.Ed., M.Ed. 
Vice-President and Director 
Human Resources 


Ron Beettam 

St Ase: CeAu 
Vice-President and Director 
United States Division 


Don A. Gallagher 
M.Sc. 

Managing Director 

Irish Division 


lan Gilmour 
B.Sc., EEA. 


Vice-President and General Manager 


United Kingdom Division 
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Joseph A. Gilmour 
ESAS Glas 
Vice-President and Director 


International & Reinsurance Division 


Roy W. Linden 

LL.B. 

Vice-President, General Counsel 
and Secretary 


D. Allen Loney 
ETAL E.CLA, 
Vice-President and Chief Actuary 


Robert W. Morrison 
CEA. 

Vice-President 

and Chief Investment Officer 


Robert M. Smithen 
ES AV EGLIA: 

Executive Vice-President 

and Chief Financial Officer 


Subsidiaries” 


Canada Life Financial Corporation 
| 


. The Canada Life Assurance Company 


(100%) 
3605744 Canada Inc. 
Toronto, Canada 
$502 (100%) 
INTERNATIONAL REPUBLIC 
UNITED STATES AND REINSURANCE UNITED KINGDOM OF IRELAND 


Canada Life 


Canada Life Canada Life of The Canada Life Canada Life Irish 
- Casualty Insurance Insurance Company Brasil Ltda. Group (U.K.) Holding Company 
Company of America Rio de Janeiro, Limited Limited 
_ Toronto, Canada Atlanta, Georgia, Brazil Potters Bar, U.K. Blackrock, 
$55 —=—- (100%) oe (100%) $883 (100%) es ec 
$237. (100%) $171 (100%) 
Canada Life Canada Life Canada Life ® 
_ Mortgage Canada Life Pactual Previdéncia Limited Setanta Asset 
Services Ltd. ~ -InsUrance Company é Seguros S.A. Potters Bar, U.K. Management 
Toronto, Canada of New York Rio de Janeiro, Limited 
¢3. (1009 7 Ardsley, New York, Brazil College Park House, 
$3 (00%) f US. $3 (70%) ee 1007) Republic of Ireland 
$39 (100%) $2 (100%) 
Sherway Centre Canada Life (U.K.) 
Limited Limited 
Toronto, Canada Potters Bar, U.K. Canada Life 
a Assurance (Ireland) 
eS e Limited 
$185 (100%) $122 (100%) Blackrock, 
Republic of Ireland 
: 169 100% 
Adason Properties Canada Life $ 2 
Limited Management (U.K.) 
Toronto, Canada Limited 
oe Potters Bar, U.K. 
$5 (100%) $17 (100%) 


Notes: 


Canada Life © 
International Limited 
Castletown, 

The Isle of Man 


$82 (100%) 


Canada Life 
Services (U.K.) 
Limited 
Potters Bar, U.K. 


$3 (100%) 


$ value = consolidated book value (in millions of Canadian dollars) 


% value = percentage of voting rights held 


(1) Subsidiaries with a consolidated book value of less than $1 million are not shown above. Additionally, the Company's 35% equity interest in 
Laketon Investment Management Ltd. is not included. 

(2) Formerly named The Canada Life Assurance Company of Great Britain Limited. 

(3) Formerly named Albany International Assurance Limited. 
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Glossary of terms 


When used in this document, the following terms have the meanings indicated below: 


Annuity 


Appointed Actuary 


Cash surrender value 


CIA 

Compulsory purchase 
payout retirement 
annuity 


Creditor life and 
disability insurance 


Critical illness 
Deferred annuity 
Defined contribution 
plan 


Direct sales consultant 


Endowment 


Financial reinsurance 


Fixed annuity 


A contract that provides for income payments to be made by the Company to a named person at regular 
(typically monthly) intervals, either for a specific period (an annuity certain) or for the lifetime of the annui- 
tant (a life annuity). 


The Company’s actuary appointed by the Company under The Insurance Companies Act (Canada). 


The amount available in cash upon voluntary termination of a policy by its owner before it becomes payable 
either on death or maturity. 


Canadian Institute of Actuaries. 

An annuity, which by law, must be purchased with the accumulated funds of a vested defined contribution 
pension plan. 

Insurance protection for borrowers in the event of disability or death. This product is administered through 


the Company's group life and health operations. 


Insurance purchased to mitigate the financial strain of surviving a critical illness which can include a lump 
sum benefit after diagnosis of one of the covered critical illnesses. 


An annuity contract under which premiums are accumulated and the annuity income benefits begin more 
than one annuity period after the date on which the annuity is purchased. 


A pension plan that does not guarantee specific retirement benefits. The amount of the retirement benefit 
paid depends on the amount of these contributions and the contributions’ earnings performance. 


A person authorized to sell insurance products. 


An insurance policy which provides a benefit if the insured dies during the endowment period and a benefit 
if the insured survives to the end of the endowment period. 


Reinsurance primarily designed to serve some financial or business purpose of one or both of the compa- 
nies that are party to the agreement. For example, a financial reinsurance transaction can improve the 
profit or surplus of the ceding company or aid the company’s tax planning. 


An annuity contract under which the amount is accumulated by investing over a chosen term, entitling the 
customer to receive guaranteed amounts in the future. 


General Fund 
General insurance 
GIC 


Group health insurance 


Group life insurance 


Guaranteed annuity 
(fixed annuity) 


IFA 


immediate or payout 
annuity 


The assets and liabilities of the Company, excluding the Segregated Funds. 
Primarily automobile and property insurance, sold by The Canada Life Casualty Insurance Company. 
A guaranteed investment contract. 


An insurance policy which provides coverage to a group of people in accordance with the terms 

of one master contract for various health related expenses, such as medical and dental expenses, and/or 
for income replacement in the event of a disability. This type of policy is most commonly obtained by 
employers to provide coverage for their employees. 


An insurance policy under which the lives of a group of people are insured in accordance with the terms 
of one master contract. This type of policy is most commonly obtained by employers to provide term life 
insurance for their employees. 


An annuity contract under which the amount is accumulated by investing over a chosen term entitling the 
customer to receive guaranteed amounts in the future. 


Independent financial advisor. 
A contract to receive a set stream of income which is not subject to market or investment risk. There 


are various payout options including life only, life with a minimum guaranteed payout period, joint and 
survivorship, which is lifetime payout for two annuitants and period certain only. 
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Individual life insurance 


Investment grade bonds 


MCCSR 


Mutual company 


OSFI 


Participating mortgages 


Participating policy 


Policy dividends 
Premium 


Reinsurance 


REIT 


Retrocession 


Retrocessionaire 


Segregated Funds 


Separate accounts 


Single premium product 


State guarantee fund 
assessments 


Term life insurance 


Underwriting 
Unit-linked product 
Unit trust 

Variable annuity or 


variable annuity 
product 


Whole life insurance 


An insurance policy that is issued to insure the life of a named person or persons, rather than those of a group. 
Bonds that are classified with a credit rating of BBB and above as defined by Standard & Poor's. 


Minimum Continuing Capital and Surplus Requirements. A risk-based formula, prescribed by OSFI to 
assess the adequacy of an insurance company’s capital by comparison to the regulatory minimum. 


An insurance company owned by its policy owners, in which there are no common shareholders and the 
Board of Directors is elected by the participating policyholders. 


Office of the Superintendent of Financial Institutions Canada. The federal agency responsible for 
regulating and supervising banks, insurance, trust and loan companies, federally regulated pension plans, 
and co-operative credit associations that are licensed or registered federally in Canada. 


A mortgage in which a portion of the income earned is based on underlying cash flows of the property. 


A policy which allows its holder to share in surplus distributions of a company in the form of dividends 
and to vote at meetings of policyholders. 


Dividends declared at the discretion of the Board of Directors and paid to participating policyholders. 
The payment, or one of a series of payments, required by an insurer to keep an insurance policy in force. 


A type of insurance that one company, the ceding company, purchases from another company, the reinsurer, 
in order to transfer the risks on insurance policies that the ceding company issued. 


Real Estate Investment Trust. 


A transaction in which a reinsurer cedes a portion of its risks to another reinsurer or a parcel or unit of 
insurance that one reinsurer has assumed and that it cedes to another reinsurer. 


The reinsurance company that accepts the excess risk of another reinsurer. 


A fund established by a life insurance company and consisting of assets that are separate and distinct from 
the/other assets of the company. Subject to any minimum performance guarantee given by a company, the 
liability of the company under these policies may vary in amount depending upon the market value of the 
assets of the fund. By operation of law, the claims of the policyholder or policyholders in respect of whom 
the fund is maintained have priority over any other claim against the assets of the fund. To the extent that 
the assets of the fund are insufficient to cover any guarantee of performance given by a company, the 
residual claim would rank pari passu with the claims of general creditors. This business includes Canadian 
segregated annuity fund business, unit-linked life insurance and annuity business in the United Kingdom 
and Ireland, and variable annuity separate accounts and group pooled accounts in the United States. 


United States investment vehicle essentially the same as Segregated Funds in Canada. 
A contract purchased with a single, lump-sum payment. 


Fees charged by a state mandated association formed by life and health insurance companies in the United 
States to cover the financial obligations of member companies that fail. 


An insurance policy under which the benefit is payable only if the insured dies during a specified period. 


The process by which an insurance company assesses the risk inherent in an application for insurance 
prior to acceptance of the policy. 


An insurance contract where a return is earned based on the investment performance of the underlying 
assets, which may be unit trust units or other invested assets. 


The term used in the United Kingdom for an investment fund, similar to an open-end mutual fund. 

An annuity contract under which premiums paid are invested in the Company's Segregated Funds and 
the value of which fluctuates with the investment experience of the assets of the Segregated Funds. At 
the time of payment of benefits to the annuitant, the annuitant can generally elect from a number of 
payment options, which provide either fixed or variable benefit payments. 

Life insurance that remains in force during the insured’s entire life, provided premiums are paid as 
specified. This type of insurance builds a cash surrender value. 
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CORPORATE information 


CORPORATE ADDRESS: 

Canada Life Financial Corporation 
330 University Avenue 

Toronto, Ontario, Canada 

M5G 1R8 

Phone: 416-597-1456 

Internet: www.canadalife.com 


DIVISIONAL ADDRESSES: 
Canadian Division 

330 University Avenue 
Toronto, Ontario, Canada 
M5G 1R8 

Phone: 416-597-1456 

Internet: www.canadalife.com 


Canada Life Casualty Insurance Company 
330 University Avenue 

Suite 102 

Toronto, Ontario, Canada 

M5G 1R8 

Phone: 416-597-2640 

Internet: www.canadalife.com/casualty 


United Kingdom Division 
Canada Life Place 

High Street 

Potters Bar, Hertfordshire 
England EN6 5BA 

Phone: 44-1-707-651122 
Internet: www.canadalife.co.uk 


United States Division 

6201 Powers Ferry Road 

Suite 100 

Atlanta, Georgia, United States 30339 
Phone: 770-953-1959 

Internet: www.canadalifeus.com 


Republic of Ireland Division 
Canada Life House 

Temple Road 

Blackrock, County Dublin 
Republic of Ireland 

Phone: 353-1-210-2000 
Internet: www.canadalife.ie 


International & Reinsurance Division 
330 University Avenue 

Toronto, Ontario, Canada 

M5G 1R8 

Phone: 416-597-1456 


CHANGE OF ADDRESS OR CHANGE 
IN REGISTRATION: 

Please write to the Company’s 
transfer agent. 


TRANSFER AGENT 

Canada 

Montreal Trust 

151 Front Street West 

8th Floor 

Toronto, Ontario, Canada 
M5J 2N1 

Phone: 1-888-284-9137 


United Kingdom 
ComputerShare Services PLC 
Caxton House 

Redcliffe Way, 

Bristol BS99 7NH 

Phone: 0870-702-0164 


United States 

American Securities Transfer 
& Trust, Inc. 

P.O. Box 1596 

Denver, Colorado 

United States 80201 

Phone: 1-888-284-9137 


Republic of Ireland 
ComputerShare Services 
(Ireland) Ltd. 

Heron House, Corrig Road 
Sandy Ford Industrial Estates 
Dublin 18 

Phone: 01-216-3100 


DIVIDENDS: 


Payable quarterly at the discretion 


of the Board of Directors. 


EXCHANGE LISTING: 
The Toronto Stock Exchange 
Ticker symbol: CL 


SHAREHOLDER SERVICES: 


Any inquiries other than change 
of address, shareholder dividends 
or change in registration of shares 


may be directed to Investor 
Relations. 
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INVESTOR RELATIONS: 
Brian Lynch 


Investor Relations Vice-President 


330 University Avenue 


Toronto, Ontario, Canada M5G 1R8 


Phone: 416-597-1440 


(extension 6693) or 416-204-2381 


E-mail: 


investor_relations@canadalife.com 


CORPORATE COMMUNICATIONS: 


Ray Mason 


Corporate Communications 


Vice-President 
330 University Avenue 


Toronto, Ontario, Canada 


M5G 1R8 
Phone: 416-597-1440 
(extension 5627) 


AUDITORS: 
Ernst & Young LLP 


Annual Meeting 
April 13, 2000 


DESIGN: 

Thumbnail Art Direction 
& Design Inc. 

18 Keystone Avenue 
Toronto, Ontario, Canada 
MAC 1H1 

Phone: 416-686-1222 


PHOTOGRAPHY: 
Daniel Dutka 

Michael Visser 
Paul Orenstein 


PRINTING: 

Bowne of Toronto 

60 Gervais Drive 
Toronto, Ontario, Canada 
M3C 1Z3 

Phone: 416-449-6400 
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CANADA 


LIFE FINANCIAL 


CORPORATION 
330 University Avenue, Toronto, Ontario, Canada M5G 1R8 Telephone 416.597.1456 Website www.canadalife.com 


